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—and go-ahead employers see that staff do eat regularly 
and well. The little extra effort is repaid in many ways — 
in greater alertness, better resistance to stress and strain, 
increased efficiency during the afternoon, and reduced 
sickness and absenteeism. 
Ten thousand concerns throughout the country now use the 


national Luncheon Voucher Service, and so ensure that 
their staffs eat well to work well. In the interests of your staff 


welfare and better business... 
find out about Luncheon Vouchers. 
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MR HENRY BROOKE 


who has been appointed to the new Cabinet post of 
Chief Secretary to the Treasury 








THE TRUSTEE INVESTMENTS ACT 


Why Crosby Income 
Trust meets most 
Trustees requirements 


Crosby Income Trust is a unit 

trust authorised by the Board of Trade. 
Under the Trustee Investments Act 

it qualifies as a ‘‘wider-range”’ investment. 


SUITABILITY OF 
INVESTMENT 


The Trust was created with 
the needs of Trustees 

very much in mind. Formed 
in October, 1960 it is 

designed to give a high and 
stable level of income 

now, with prospects of capital 
growth. For trusts with 

life tenants requiring income 
and remaindermen to 

whom the protection of trust 
capital is important, 

Crosby Income Units could be 
an ideal investment. 


DIVERSIFICATION OF 
INVESTMENT 


The funds of Income-Units are invested 
in over 125 British companies. Two 
thirds are in good class ordinary shares. 
On average these have increased 

their dividend nearly every other year in 
the past decade. The remaining 

third isin high yielding preference shares 
none of which has missed a dividend 

in the past decade. 


YIELD THE coMMENCING GROSS YIELD 
CALCULATED IN ACCORDANCE WITH 

BOARD OF TRADE RULES WAS AT 23rd 
OCTOBER £6.5.44d.% PER ANNUM. At this 
level trustees may be able to minimise any 
loss in immediate income liable to occur 
when switching from government stocks. 
The net U.K. rate is approximately 

7/- in the £ and it is the Managers aim to 
maintain this rate. Bonus issues and 
other receipts of a capital nature are 
added to the capital value of the Trust. 


ONE OF THE SAVE-AND-PROSPER GROUP 
A unit trust of the Save and Prosper Group. 
The Group handles approximately 
£100 million on behalf of 200,000 investors. For 
further information ask your banker 
or stockbroker or write to 30, Cornhill, London, 
E.C.3. Telephone: MANsion House 5467. 
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A Financial Notebook 


Conversion to Rome 


Mr Edward Heath’s speech to 
representatives of the European Eco- 
nomic Community last month proved 
a highly promising curtain-raiser to 
the formal negotiations on Britain’s 
membership that begin in Brussels 
this month. Unquestionably, this 
was the most positive, least grudging, 
statement of Britain’s attitude ever 
uttered by a minister, and it plainly 
made a favourable impression on 
the delegates of the Six. Mr Heath, 
who will lead Britain’s delegation 
at the forthcoming negotiations, pro- 
claimed that the United Kingdom 
shared the objectives of the Com- 
munity and wished to “join in the 
bold and imaginative adventure of 
the Six’, that it was “‘ ready fully 
to subscribe to the aims and objec- 
tives’? set out in the Treaty of 
Rome (and to participate in the 
plans for political unity agreed at 
Bonn last July) and to join with the 
Six in a common agricultural policy. 
If his words are a reliable measure 
of the distance that the Cabinet’s 
thinking on Europe has progressed 
in the past year, then that progress 
has indeed been little short of 
revolutionary. 

Turning to the impending nego- 
tiations, Mr Heath argued (perhaps 
a little sanguinely) that the prob- 
lems presented by Britain’s links 
with the Commonwealth and the 
EFTA and by its present policies 
of agricultural protection could be 
dealt with by protocols and should 
not call for any amendment of the 
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Articles of the Rome Treaty. More- 
over, he said that Britain was ready 
to accept the structure of the present 
EEC tariff as the basis of the com- 
mon tariff of the enlarged Com- 
munity. The tone of the statement 
and of its reception by the Six have 
strengthened hopes that the nego- 
tiations can be concluded in time 
for Britain to become a full member 


of the EEC on January 1, 1963. 


Sterling versus Dollar 


The firmness of sterling last month 
—carrying the rate on New York to 
a new high for the year of $2.8144— 
probably reflected the renewed sus- 
picions of the dollar that have been 
stalking the exchange markets since 
the IMF meeting in Vienna rather 
than any basic improvement of senti- 
ment in favour of the pound. In- 
deed, on the showing of the trade 
return for September, there is still 
much cause for disquiet about ster- 
ling. Seasonally adjusted, exports 
dropped {£27 millions to {297 mil- 
lions and the trade gap widened 
from {22 millions to £49 millions. 
Admittedly, the deterioration can be 
explained largely by the fortuitous 
timing of exports of ships; but even 
when the figures for the third quarter 
as a whole are averaged—showing 
exports at £309 millions, 1 per cent 
more than in the second quarter and 
the same as in the first—it is evident 
that Britain’s exports are as yet dis- 
playing none of the buoyancy that 
might have been hoped for in these 
months of rapid American recovery. 








However, with the Berlin crisis 
still near the boil and with the dollar 
under a cloud, the attractions of 
London’s currently high money rates 
have not been overlooked. These 
attractions, moreover, were not sig- 
nificantly diminished by the 4 per 
cent reduction in Bank rate on 
October 5, since forward rates (which 
govern the cost of covering the ex- 
change risk) were adjusted in pro- 
portion. In the closing weeks of 
last month it was still possible to 
place seven-day money with local 
authorities at 6? per cent and there 
is evidence that the rate on cor- 
poration paper is now more significant 
than the Treasury bill rate in de- 
termining the margin for covered 
arbitrage in London’s favour. Cer- 
tainly, as the month went on there 
were few signs that the inflow of 
funds from New York and Frankfurt 
was diminishing (there were signs 
also of a flow from Frankfurt to 
New York, which carried the dollar- 
mark rate to parity for the first time 
since revaluation). ‘The authorities 
therefore decided to channel £100 
millions of funds back across the 
Atlantic by repaying (in dollars) part 
of Britain’s debt to the IMF. 


The gold return for September, 
like its predecessors, afforded no 
clue to the inflow of funds. The 
reserves rose by $67 millions in the 
month, but $50 millions of this was 
accounted for by the balance of 
Britain’s drawing from the IMF. 
The big unknown in September 
was the extent of the repayments of 
Basle credits. The Quarterly Bulletin 
of the Bank of England revealed 
that “ the great bulk of the assistance 
. . . had been repaid by the end of 
September ”’; since repayments are 
known to have been modest in July 
and to have totalled around $560 
millions in August, this suggests that 
the September repayment may have 
been $150 millions, or conceivably 
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even more. On this assumption, as 
our regular table on page 784 esti- 
mates, the true gold gain in September 
may have been $167 millions. 


The Basle Story 


The latest Quarterly Bulletin of 
the Bank of England, which is a 
conspicuous improvement on _ its 
three predecessors, comes refresh- 
ingly clean on the whole figuring of 
the Basle Agreement—which it de- 
scribes as “essentially an essay in 
short-term banking accommoda- 
tion’. At the peak (presumably in 
late June), it reveals, the total out- 
standing assistance was £325 millions 
—thus confirming the higher esti- 
mates put forward unofficially in 
recent months. 

Assistance was provided in several 
forms, but the Bank maintains a 
discreet silence on the actual me- 
chanics. As expected, the bulk was 
provided in sterling, Continental 
central banks refraining from con- 
verting any extraordinary accruals 
of sterling. At June 30 some {197 
millions of the £323 millions of 
Basle aid outstanding was accounted 
for by such balances—f112 millions 
in the name of central banks (and 
thus included in the “ official” 
category of sterling holdings) and 
£85 millions held indirectly by the 
central banks, e.g. through a com- 
mercial bank in this country (in- 
cluded in the “ non-official ’’ cate- 
gory). The remaining £126 millions 
of aid was provided in currencies 
other than sterling, and is included 
in the balance of payments figures 
under the heading “ miscellaneous 
capital (net)”’, thus considerably more 
than accounting for the net inflow of 
£46 millions recorded in the first 
half of this year. The sterling held 
by the institutions providing assist- 
ance and the sterling counterpart of 
assistance denominated in other cur- 
rencies was “in the main” invested 


























in UK Treasury bills. At the June 21 
make-up these bill holdings appar- 
ently totalled £207 millions: £167 
millions representing assistance given 
directly by central banks (included 
in the “‘ overseas official” holdings 
of marketable Government debt) and 
the remaining £40 millions assistance 
provided indirectly (and included in 
“other home and overseas non- 
official ’’ holdings). As noted above, 
the Bulletin reports that the “ great 
bulk of the assistance”? had been 


repaid by end-September. 


Swiss Loan to Britain 


Probably the main balance of 
Basle credits still outstanding is 
owed to the Swiss National Bank. 
Since Switzerland is not a member 
of the IMF its currency could not 
beincluded in Britain’s drawing from 
the Fund. It was announced last 
month, however, that the Swiss 
Federal Council had agreed to make 
available to Britain SwFr 215 mil- 
lions (£173 millions) at the end of 
the year, and the UK Treasury 
stated that this will be used to clear 
the remaining balance of Britain’s 
Basle debt to the National Bank. 
The loan, which will require rati- 
fication by the Swiss Parliament, 
will bear interest at 3 per cent and 
will be repayable not later than 
December 31, 1964. 


Planning the Planning 


The Chancellor’s project for 
establishing, in co-operation with 
both sides of industry, new machi- 
nery for central economic planning 
has been carried a little further 
forward during the past month by 
much informal and some formal 
discussion. The broad lines of his 


initial thinking on the matter were 
first disclosed officially at the end of 
September, by the release of the 
text of his letter to representatives 
of employers and trade unionists. 
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This confirmed the outline given 
in our October issue, but the essen- 
tial points deserve to be put on 
record again. 

The primary aim is to ensure a 
continuous central study of the 
plans and prospects of the principal 
industries, to correlate them with 
one another and with the Govern- 
ment’s plans for the public sector, 
and to relate the whole to the likely 
course of the economy and of the 
balance of payments. If this exercise 
can be performed by representa- 
tives of both sides of industry 
working in collaboration with the 
Government it is hoped that it 
would not only disclose the weak- 
nesses in the economic structure but 
would create a climate favourable to 
corrective action and to expansion. 

The Chancellor has proposed the 
establishment of a _ National 
Economic Development Council, 
with himself as chairman, com- 
prising about twenty members 
appointed by him, including, in 
addition to one or two other 
*“economic’’ ministers, members 
drawn from the trade unions and 
from the management side of 
private and nationalized industry, 
and perhaps also some “ indepen- 
dent’ members. The Council 
would be supported by its own staff, 
drawn from the Civil Service (on 
“secondment ’”’ for two or three 
years), from the two sides of industry 
and elsewhere, and headed by an 
independent director. The views 
of such a body on how the various 
economic objectives could best be 
met would, it is suggested, carry 
great weight—but the Government 
would remain wholly responsible 
for policy. The Chancellor hopes 
that this machinery may be in 
existence, if not in operation, by 
the end of this year, but it is still 
not certain that it will command the 
co-operation of both sides of industry. 








The doubts of the employers—who 
feared a lever that might involve 
increased Government interference 
in industry—seem to have been 
mainly set at rest, but the trade 
unions would prefer a council with 
more than consultative functions and 
equipped with powers of control. 


New Treasury Watchdog 


Three at least of the changes 
made by Mr Macmillan in last 
month’s Cabinet reshuffle are of 
special significance for the world of 
business and finance. The key to 
the changes was, as expected, the 
easing of the burdens on Mr R. A. 
Butler; but he relinquished, un- 
expectedly, not only his chairman- 
ship of the Conservative Party but 
also his leadership of the House of 
Commons. ‘These important duties 
pass to Mr Macleod, who has in 
turn been relieved of departmental 
responsibility, and who now emerges 
as chief planner of Conservative 
strategy for the next election. Mr 
Butler continues as Home Secretary 
and will also afford special assistance 
to the Prime Minister; in particular, 
he now leads the special group of 
ministers concerned with the nego- 
tiations for entry into the Common 
Market. One other economic con- 
sequence of the general-post was 
the promotion of Mr F. J. Erroll, 
formerly Minister of State at the 
Board of Trade, to the senior post 
at that department; Mr Reginald 
Maudling, hitherto President of the 
Board of Trade, has replaced Mr 
Macleod at the Colonial Office. 

Most intriguing of all the changes, 
and in the long run probably the 
most significant, is the decision to 
reinforce the Treasury and to ease 
the load on the Chancellor by 
assigning to that department a second 
minister of cabinet rank. The 
appointment to this new post is 
that of Mr Henry Brooke (formerly 
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Minister of Housing and _ Local 
Government), with the title of Chief 
Secretary to the Treasury and Pay- 
master General. To Mr Brooke 
there is assigned, under the general 
direction of the Chancellor, respon- 
sibility for scrutinizing the whole 
range of public expenditure, and for 
framing forward surveys of the kind 
lately started in the Treasury and 
recommended by the Plowden Com- 
mittee. In the event of a clash 
with spending departments on the 
estimates, the departmental minister 
concerned will no longer be able to 
appeal to the Chancellor but will have 
to carry the dispute to the Cabinet. 
Mr Brooke will not become, however, 
the ‘‘ minister of the budget ”’ that 
some have advocated since he will not 
be directly concerned with taxation, 


Banks Buying Gilt-edged 

Most of the big banks have re- 
sumed purchases of gilt-edged in 
recent weeks. ‘The October make- 
up statement from the clearing banks, 
released as this issue of The Banker 
was going to press, showed that 
aggregate investment portfolios ex- 
panded by £49.5 millions in the four 
weeks to October 18. This rather 
quick response to the strengthening 
of bank liquidity since the fall in 
advances began in August is now 
shown to have been partly due, how- 
ever, to a purely technical reinforce- 
ment of liquidity ratios. 

As a part of the comprehensive 
improvement of financial statistics 
that the authorities are now or- 
ganizing, the clearing banks (and 
likewise the Scots banks) have taken 
a further step to achieve consistency 
in their monthly statements. Bal- 
ances with banks abroad, which 
some banks had previously grouped 
with advances, have now been re- 
grouped, together with certain other 
unspecified items, in a uniform 
way, and short-term balances abroad 








cal 
ief 
y- 
ke 
ral 
h- 
dle 


e 


[i eer iss Fe ee + Gh 


—— 








are now included in “ money at 
call and short notice’’. This has 
involved a book transfer of some 
£40 millions from the advances total 
to the call money total. As there 
was also a genuine increase in liquid 
assets by roughly that amount, the 
average liquidity ratio rose further, 
from 34.27 to 34.98 per cent, in 
spite of the purchases of investments 
(these, indeed, may have been partly 
motivated by the fear that otherwise 
the authorities might have made a 
further call for special deposits). 


Net advances showed a further 
“true” fall, but by only about £29 
millions (to £3,249 millions, after 
allowing also for the £40 millions 
transfer). As will be seen from the 
table on page 778, net deposits, 
reversing their trend of the previous 
two months, rose by £51 millions, 
to £6,967 millions. 


Record Fall in Advances 


The September make-up state- 
ment had shown, rather unexpect- 
edly, another very steep fall in net 
advances. They dropped by the 
record amount of £128 millions over 
the five weeks, following the fall of 
{104 millions in the previous month, 
making a reduction over the two 

























months of some 64 per cent. While 
this movement doubtless mainly re- 
flected restrictive measures intro- 
duced progressively earlier in the 
year, and perhaps also some seasonal 
influences, the very steepness of the 


Sept 20, Change on 

1961 Month Yea 

{mn {mn £m 
Deposits.. 7358.6 —- 77.9 +150.8 
“Net” Dep* 6916.3 — 31.0 +143.3 

Liquid mT 

Assets 2521.7 (34.3) + 72.1 +246.1 
Cash .. 601.9 (8.2) - 14.7 + 16.9 
Call money 585.4 (8.0) + 64 + 8.4 
Treas bills 1079.2 (14.7) +105.1 + 96.7 
Other bills 255.2 (3.5) - 24.7 +124.2 
Special Dep 220.9 (3.0) + 35.8 + 78.9 


<é Risk bP 

Assets 4485.7(61.0) -—138.4 -—139.8 
Investments 1048.5 (14.2) + 1.4 -—263.9 
Advances... 3437.2 (46.7) -139.8 +124.1 


State Bds 61.5 ~ 43 ~ Gs 
3375.7 ~126.5 +131.5 
All other 4 3956. 1 ~114.8 +121.7 


* Excluding items in course of collection and 
items in transit. 

+ Ratio of assets to gross deposits. 

} Excluding items in transit. 


fall suggests that advances may be 
more susceptible to sudden squeeze 
than some commentators have 
hitherto allowed. 

Net deposits, thanks to the fall 
in advances, declined contra-season- 
ally—Lloyds index moved down 0.9 
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to 112.0—in spite of the sharp 
increase of {72 millions in aggregate 
liquid assets. ‘Thus after transferring 
a further £36 millions to Special 
Deposits (completing the July call) 
the banks achieved an increase of 
1.4 per cent to 34.3 in their liquidity 
ratio—the highest September ratio 
since 1957. Among the bigger banks, 
individual ratios ranged from 36.6 
per cent at the Westminster to 32.5 
at the Midland. The increased 
liquidity was mainly attributable 
to an upturn in Treasury bill port- 
folios. 


Enter OECD 


On September 30 the Organization 
for European Economic Co-opera- 
tion, which played such a leading 
part in Europe’s recovery and ex- 
pansion throughout the thirteen years 
of its life, was formally transmuted 
into the Organization for Economic 
Co-operation and Development. The 
change in title reflects the full mem- 
bership taken up by two non-Euro- 
pean countries, America and Canada 
—associate members only of the 
OQEEC—and the new emphasis on 
aid for under-developed countries. 

OECD can look back with some 
pride on the achievements of its 
predecessor. Initially, OEEC’s chief 
function lay in the distribution of 
dollar aid in the early post-war years 
of European reconstruction. Later 
it was instrumental in fostering the 
growth of intra-European trade and 
establishing the system of multi- 
lateral payments and automatic 
credits, operated from 1950 to 1958 
through EPU. 

The new organization represents 
a re-modelling of OEEC to take 
account of recent developments; 
many of the bodies forming part of 
OEEC, such as the European Pro- 
ductivity Agency and the European 
Nuclear Energy Agency, remain. 
The revision of aims, however, is 


clearly discernible from the purposes 
for which committees have recently 
been set up: the Economic and 
Development Review Committee and 
the Technical Assistance Committee, 
both to deal with problems affecting 
less-developed member countries, 
and the Development Assistance 
Committee, consisting of the repre- 
sentatives of ten industrialized mem- 
ber countries and Japan, all bear 
witness to the fresh turn that think- 
ing has taken. 


Bourses Draw Together 


The fourth Conference of Euro- 
pean Stock Exchanges, held, for the 
first time, in London last month, 
was the best attended to diate, 
attracting 49 delegates from 13 
countries. As a positive step towards 
easier movements of securities it 
was decided to establish a federation 
of stock exchanges, to be known as 
the Federation Internationale de 
Bourses de Valeurs. ‘The Federa- 
tion has two broad aims. First, to 
foster collaboration among European 
bourses while at the same time 
respecting traditional relationships— 
a rider that contains more than a 
hint of London’s concern to main- 
tain established links with Common- 
wealth stock exchanges. Secondly, 
to provide a platform on which the 
views of members can be put for- 
ward. The Conference agreed, 
against the wishes of London, to 
recommend the formation of a per- 
manent secretariat to the Federation. 


New 10s Note 


Despite the adverse comments 
which generally greeted the appear- 
ance of the present {1 note over 
eighteen months ago, a new 10s 
note of similar pattern was issued 
on October 12. It is the same 
length as the existing 10s note but 
about half-an-inch narrower. 
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No Time to Relax 


S the Government already beginning to loosen the restraining hold 

that it took over the domestic economy by the emergency measures of 

last July ? In spite of official protestations that neither in fact nor in 

intention has the policy been changed at all, this question in one or 
other of its forms has been hotly debated in a number of widely different 
circles, and with widely different emotions, during the past month. 
Eagerly seized upon by some stock market circles, and by trade unionists 
seeking ammunition against the wages “ pause ’’, it has aroused only sus- 
picion or apprehension among economic pundits and in certain sections of 
the financial press. Our own impression is that the Government still 
means to hold firm, and almost certainly thinks it is doing so. But it is 
necessary to ask whether its grip may not be loosening unintentionally, through 
mistaken tactics or through under-estimation of the forces pressing against 
it. 

These questionings have stemmed in the main from two developments— 
the reduction in Bank rate from 7 to 63 per cent on October 5 and the 
decision of the Minister of Labour, announced a few days later, to give to 
proposals from three Wages Councils the formal approval needed to 
establish from January 1 the recommended increases in wage rates and 
shortening of working hours. ‘The cut in Bank rate, a surprise move that 
marked the first overt revision of any of the measures of July 25, may be 
attributed principally to external forces, to the massive improvement in 
sterling’s performance in the exchange markets in the intervening two 
months and to the fact that this improvement had begun to reflect not 
only a favourable swing in the ‘ leads and lags”’ in current payments but 
also a significant inflow of capital. It is this renewed borrowing of private 
foreign capital, continuing unabated after the reduction in Bank rate, that 
has made possible the unexpectedly quick repayment of £100 millions of 
the £535 millions recently drawn from the International Monetary Fund. 
And, as the latest Quarterly Bulletin of the Bank of England made plain, 
while one function of the steep increase in Bank rate last July was to stem 
the capital outflow, ‘‘ it was not desired to attract any substantial amount 
of funds ...a heavy inflow of short-term funds would not be welcome”’. 

More generally, the crisis rate of 7 per cent was regarded not as any 
integral part of the fundamental prescription but rather as an emergency 
expedient especially important for its psychological effect. In the words of 
Lord Cromer in his first public speech as Governor of the Bank, the non- 
monetary measures, “‘ though fundamentally the most important ’’, were 
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likely to work relatively slowly, whereas the situation demanded “ defensive 
measures making an immediate impact’’; he therefore supported “ pro- 
portionately heavy reliance on the use of monetary weapons in the short 
term, which alone could, in the time available, make this impact ’’. 

The Governor could therefore readily agree with the Chancellor, who 
had spoken on the same occasion, that the Bank rate cut made a few hours 
previously was “certainly not an indication that the time has come to 
relax on any part of our policy.... The stringent measures that we took 
in July may have seemed to some temporary restrictions that will soon be 
eased; but this would be to misread the situation completely ’’. In principle, 
of course, any reduction in Bank rate, even one so small as this and to a 
level still exceptionally high, must involve some marginal easing of monetary 
restraint, no matter how firmly the authorities maintain their quantitative 
and directive controls over certain types of lenders. Most people, however, 
would in this instance probably have accepted the official assurances 
uncritically had they seen no other grounds for questioning them. The 
fact that the cut had been kept to 4 per cent, whereas tradition dictated a 
cut of 1 per cent when the rate is thus high, bore witness to the desire to 
avoid showing any “ green light ”’, and so did the choice of a day on which 
the matter could be quickly put in perspective by public speeches from 
both custodians of policy. Each of these tactics, however, had a certain 
boomerang effect. ‘The speed and enthusiasm with which the domestic 
markets and foreign observers alike began discounting the “ other half” 
gave reason for doubting, if not the sincerity, then the wisdom of the 
official attitude. And for those who still think monetary policy has a 
valuable part to play in regulating the economy, the first hint of the new 
Governor’s views on the role of interest rates proved a little disconcerting. 
Both these topics are more fully discussed in our second article this month, 
in the context of the boomlet that has been touched off in gilt-edged. 

A more immediately disturbing reason for doubt about the firmness of 
policy came from the wages front. The significance of the Minister of 
Labour’s decision already mentioned is that two of the three proposals he 
approved last month had previously been “referred back” by him for 
reconsideration by the relevant Council in the light of the Government’s 
pay “‘ pause’, and had then been resubmitted to him unaltered; whilst 
the third approved set of proposals, formally submitted for the first time, 
concerned the 130,000 road haulage workers whose case had been unofficially 
backed by Mr Frank Cousins, with hints of strike action by the affected 
members within his powerful Transport and General Workers’ Union. 
The Minister was quick to explain this exception from the “ pause’”’ on 
the ground that the employers and workers concerned had reached agree- 
ment on the proposals informally before July 25. But some commentators 
were not sure that this was strictly consistent with the official attitude as 
expounded previously, and observed that this liberal definition of an earlier 
‘commitment ”’ had been developed in an atmosphere of rising hostility 
to the Government’s wages tactics (they were roundly condemned by the 
annual conferences of the Trades Union Congress and the Labour Party) 
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and of mounting labour troubles, both actual and threatened. The sus- 
picion was aroused that the Government was looking for excuses to com- 
promise or climb down rather than face an overt clash as the risk of that 
drew nearer. ‘The evidence here, however, really is inconclusive, and in 
spite of recent affirmations that the original principles are being strictly 
followed, it is likely to remain so until the first major threat of strike action 
has to be faced. ‘The calling off of the threatened teachers’ strike, though 
it represents a victory for the Government, affords no precedent for action 
in other spheres. 

Meanwhile, it is important to observe also that the two biggest develop- 
ments on the labour front in the past month—the virtual stoppage of the 
huge Port Talbot plants of the Steel Company of Wales, involving dismissal 
of 15,500 workers, and the dismissal by the Rootes group of all workers 
at its Coventry and Dunstable plants—were a manifestation not of any new 
militancy on the part of labour or of its opposition to the ‘‘ pause” but 
of the unwillingness of the managements any longer to take the line of 
least resistance when dealing with what they deem to be the unreasonable 
demands of minority groups of workers. The lockout at Port Talbot 
stemmed from a dispute about the conditions of work of a few hundred 
ancillary workers, bricklayers who reline the furnaces; and the lockout at 
the Rootes plants concerned workers who had for seven weeks been kept 
on in virtual idleness because production was paralysed by an unofficial 
strike at the plant of a subsidiary company. The new-found willingness of 
managements to stand up to such demands is evidently in part a reflection 
of the pressures of the disinflationary policy upon profits, but it has doubtless 
also been encouraged by the example apparently being held out by the 
Government itself. 

Is the Government then to take fright at the first fruits of its own policy ? 
The unemployment thus temporarily caused in South Wales and the Mid- 
lands is indubitably playing a large part in the mounting unrest; but, 
unfortunate though it is for the workers concerned at the moment, it reflects 
an attitude that holds promise for them on the longer view. If British 
industry is to meet the challenge of keener competitiveness needed to 
sustain steady growth in a high-employment economy, more must inevitably 
be asked of labour even than co-operation in the new effort to keep wages 
in line with productivity which the Government hopes to launch as part 
of its “ planning ’’ exercise when the pause ends. Means must be found 
of ending at least the most obvious of the wastages and inefficiencies that 
result from restrictive practices and unofficial strikes, especially when 
wholly disproportionate losses are caused by the actions of tiny groups. 

This time there must be no underrating the nature of the challenge, or 
of the sustained effort needed to meet it. Though there are signs that 
the measures of last July are exerting some of the intended effects on the 
scale and pattern of domestic demand, in the round they have not been 
dramatic effects, so far as can be judged from the statistical indicators yet 
available. Nor—and this is the immediately crucial point—is there any 
evidence that they have yet brought about any fundamental strengthening 
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of the current balance of external payments. The detailed half-yearly 
White Paper (Cmd 1506), issued last month, duly confirming the quarterly 
estimates noted in our October issue, showed that the current account had 
substantially improved from last year’s worst even before the run on 
sterling reached its climax. In the second quarter, thanks mainly to a 
decline in imports, the current deficit was down to {£15 millions, and in 
the third quarter it may possibly have been extinguished altogether, since 
the seasonally-corrected monthly average of the “‘ crude ”’ deficit on visible 
trade (in which imports are valued c.i.f. and not all exports are included) 
was reduced to £34 millions, compared with £43 millions in the preceding 
quarter and a peak of over £80 millions in the second half of last year. 
But it would require a very large measure of optimism to assume that 
the actions already taken have set the economy on a course that can be 
depended on to take it into assured solvency. 

Much has been made in some quarters of a recent estimate by the National 
Institute of Economic and Social Research that the ‘‘ overall”? account— 
including the net outflow of long-term capital as well as the current balance 
—might possibly be in surplus in the seasonally favourable first half of 
next year, which would be equivalent to “an overall position reasonably 
close to balance ”’ if seasonal factors are allowed for. Less prominence has 
been given, however, to the conditions on which this estimate was framed. 
It appears to be assuming a very substantial reduction in the normal rate 
of outflow of long-term capital, as well as a speedy response to the Govern- 
ment’s new efforts to induce firms to repatriate more of their overseas 
profits, whereas the subsequently published White Paper showed that in 
the first half of this year the long-term capital account would have disclosed 
the extraordinary deficit of £220 millions but for the £176 millions of 
adventitious aid from the Ford take-over and of special relief through the 
advance repayments of debts by Western Germany. On the same basis 
the overall deficit would have surpassed £300 millions in the six months 
(before taking credit for nearly £100 millions of “errors and omissions ”’). 
It should also be noted that the September trade returns were notably less 
heartening than the latest ones available when the NIESR forecast was made. 

Even if the predicted 5 to 8 per cent gain in exports could be counted 
on, and likewise the large reliefs assumed on capital account, the approxi- 
mate overall balance that might be thus attained would be a delusive one. 
As the National Institute itself pointed out, it would reflect an exceptional 
conjuncture—favourable export market opportunities (which can reasonably 
be expected for some months to come), low import prices and, most sig- 
nificant of all, a relatively low domestic demand for imports consequent 
upon an assumed slow rate of growth, with the economy running below its 
peak capacity. An overall balance thus attained would be upset in any 
case if the rate of growth of the economy and the associated demand for 
imports were allowed to rise faster than could be supported by a further 
expansion of exports; it would equally be upset by any rise in relative 
import prices or in long-term investment; and such a balance would not 
be making any provision either for the shock effects of entry into the 
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Common Market or for repayment of the remaining £435 millions due to the 
International Monetary Fund—not to mention repayment of the recent 
reborrowings of private funds. 

It has therefore to be said once again that the economy has no chance 
of achieving both a durable external equilibrium and a reasonable rate of 
growth unless it can contrive a strong and sustained expansion of exports. 
The Bank of England recently estimated the required expansion at some 
10 per cent per annum for two or three years, assuming no change in the 
present terms of trade. The first and most obvious condition for the 
necessary expansion is that over the whole period until it is achieved there 
shall always be a sufficient margin between domestic demand and productive 
capacity to leave comfortable room for the additional production for export, 
and a sufficient inducement to industrialists and traders to grasp all the 
export opportunities that present themselves. The first aim of the restraints 
imposed last July was to ensure the retention or creation of such a margin, 
by reducing the pressure of home demands on resources as well as the 
relative attractiveness of selling in the home market. 

There is no doubt that the measures are working in this direction. 
Though the relatively sharp effects on some forms of consumer spending 
seem to have been partly offset, this summer, by a continued growth in 
other forms, the value of retail sales has not risen above the peak first 
touched in July, in spite of the rise in prices resulting from the Chancellor’s 
tax surcharge. And, given the slowing down of wage increases through 
the “‘ pause ’’, total consumers’ outlay is likely to show only a small growth 
in 1962. The same is likely to be true of aggregate outlay on fixed invest- 
ment. Expenditures by the private sector, now reaching their peak, will 
certainly show some decline next year, but unless earlier plans are radically 
revised as a result of the Government’s measures, aggregate expenditures 
in 1962 are not likely to differ greatly from those for 1961 as a whole. 
Outlays by the public sector, on the other hand, will probably rise further, 
and so will the current expenditures of the Government, though (according 
to the Chancellor’s intentions) at a reduced rate. The great imponderable, 
apart from exports, is the behaviour of stocks—but even if the present 
decline in stockbuilding comes to an end, it is most unlikely to be sharply 
reversed in the early future. Altogether, it seems that although aggregate 
demands on the economy may rise further in 1962, they will certainly not 
keep pace with the growth in productive capacity that results from the 
completion of investment projects. 

Provided, therefore, that the policy of restraint is firmly maintained, the 
first condition for the growth in exports should be satisfied. But the 
availability of capacity will not by itself ensure that the export opportunities 
are fully seized. That, as the Bank of England Bulletin put it, calls for 
“a sharp change in the international competitive position of UK industry ”’. 
If this is ever to be achieved without a sharper dose of deflationary medicine 
than any yet contemplated, it is imperative that the restraints on demand 
should be continuously buttressed by other efforts to keep down costs. 
The Chancellor, in short, needs to hold firm on both sides of his policy. 
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Gilt-edged—Turn 
of the Tide? 


HE gilt-edged market now has nearly three months of (more or 

less) continuously rising prices behind it. The Financial Times 

Government stocks index hit the last of its daily series of new 

all-time lows on August 4—ten days after Bank rate was raised 
to 7 per cent and one day after the Trustees Investment bill became law. 
It is a measure of the recovery that has taken place since that this otherwise 
undistinguished date should now be firmly enshrined in the lore of the 
City as the day on which War Loan closed at 504 and Old Consols at 36}. 
Such implicit confidence that these landmarks will last for a long time 
seems almost incredible when the dejection of last summer is recalled. 
True, this abrupt reversal has in part mirrored the even more dramatic 
change in sentiment in equity markets, where the excessive hopes of spring- 
time have given way to a gloom as black as any seen in Throgmorton 
Street since the war. The fears of an increasing pressure on industrial 
profit margins, and perhaps also of a downturn in business activity, that 
have sent the FT index reeling to a two-year low of 284.7 (on October 16) 
not surprisingly have led investors to look anew at the high money income 
or capital appreciation assured by gilts. The very fact that the equity 
index has plunged some 22 per cent from its mid-May peak of 365.7 has 
exposed the fallacy of the buy-equities-and-sit-tight philosophy that 
flourished in the bull market. But the recent strength of gilt-edged is 
founded on something more selid than such disenchantments. It is founded 
on a genuine belief that interest rates have passed their peak—a belief that 
has encouraged some of the more uninhibited observers to assert that gilt- 
edged may now have reached a turning point as decisive as the bursting 
of Dr Dalton’s cheap money boom. 

This belief, it must be noted, was already gaining ground before the 
4 per cent cut in Bank rate early last month gave it new impetus. By the eve 
of that cut the FT Government stocks index had recovered 2.04 points 
(to 74.05) of the 3.45 lost in ten days after the Chancellor’s July measures. 
Thereafter the pace of recovery accelerated sharply and by October 26 
the index had reached 76.51, its highest since mid-June. In itself the 
reduction in Bank rate probably played no more than a minor réle in this 
acceleration. The market has long since ceased to assume any direct link 
between Bank rate and gilt-edged yields (save at the very shortest end of 
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the spectrum). The City took at their full face value the authorities’ 
explanations that the reduction had been decided upon primarily for 
external reasons, as it had accepted the similar explanations that accom- 
panied the two reductions in the closing weeks of 1960. But it did not 
pass unnoticed that whereas on those two earlier occasions the Government 
broker had—almost ostentatiously—made no change in the price of his 
long-term tap stock (‘Treasury 54 per cent 2008-12), on this occasion he 
immediately raised his price } and raised it a further } the following day. 

These tactics have been widely interpreted as an indication that the 
Bank may be retreating from the Radcliffian policies pursued (with varying 
degrees of conviction) in the past two years and reverting to its earlier 
policy of encouraging a rising market as an aid to funding. For this reason 
the City was quick to seize on some of the remarks of the Governor in his 
maiden public speech (reproduced virtually in full on pages 764-767), 
delivered at the Bankers’ Dinner on the evening of the very day of the 
Bank rate reduction. After recording his full support for the “ propor- 
tionately heavy reliance’ on monetary measures, Lord Cromer added: 

I would, however, not be true to my own convictions if I did not state that 

it is my firm belief that constant recourse to disproportionate use of monetary 

measures is no substitute for a consistent and appropriate economic policy. 
In this context “ disproportionate”’ obviously meant 7 per cent—and 
doubtless 64 as well. And, indeed, a few moments later, in voicing some 
of the questions that had occurred to him in his first ninety days of office, 
the Governor was asking: 

Are the money rates we have seen in this country in recent years the most 

appropriate to achieving the rate of progress we would like to see ? 
This question has generally been taken to be rhetorical. But in truth its 
phrasing is highly enigmatic—and in the very next breath the Governor 
was asking “‘ Are we saving enough ?”’ ‘The City, however, had no hesita- 
tion in hailing the speech as another significant landmark in the retreat 
from monetary policy that may be said to have begun with the adoption 
of the new fiscal regulators in the budget and that promises to be carried 
further in the planning exercises on which the authorities are now engaged. 


Bank Rate and Hot Money 


Accordingly, the fall in the Treasury bill rate gathered pace (the average 
rate at the tender on October 27 falling to £5 14s 64d—fully 20s below 
the peak reached on August 11) and short and medium bonds scored good 
gains. ‘The Bank, for its part, indicated its disapproval of this precipitate 
decline by holding the discount market on a very tight rein. None the 
less, expectations of a further cut in Bank rate strengthened as the month 
went on without producing any clear sign that the inflow of foreign funds 
was slackening. Probably, the size of that inflow has been overestimated 
in some recent City discussion: a substantial part of the funds crossing 
the exchanges in recent weeks reflects the rebuilding of genuine working 
balances in London and the unwinding of the massive bear positions built 
up in the spring and early summer. Undoubtedly, however, large amounts 
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of short-term money have flowed in. True, the structure of forward 
exchange rates at the moment gives only a modest incentive to shift covered 
funds to London—and, in principle at least, the authorities could eliminate 
even that incentive by depressing the forward rate and thus increasing 
the cost of covering the exchange risk. But the full attractions of London’s 
high money rates are felt where the foreign owner of the funds dispenses 
with exchange cover, as some, apparently, have been willtug to do. The 
current differential between money rates in New York and London is so 
wide, however, that it is doubtful if a second $ per cent in Bank rate would 
have any significant effect on the flow of funds—and the domestic dangers 
of conceding even that cut cannot be disregarded. 

In the more sophisticated quarters of the City this is recognized (as, 
of course, is the related fact that even if Bank rate were again cut “ for 
external reasons’ the authorities could effectively soften its impact on 
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Gilt-edged Prices and Funding 


longer-term rates). ‘The case for lower interest rates, therefore, must 
stand or fall by reference to the condition of the home economy—if only 
in the sense that no reduction in rates would be countenanced if it were 
held to conflict with the needs of domestic policy. As the opening article in 
this issue has explained, the pressure of domestic demand on resources 
seems likely to diminish in the months ahead, particularly if the current 
indications that capital investment is tailing off are correct. The possi- 
bility that private sector investment may turn downwards at a time when 
the reinforcement of the budget surplus is swelling saving in the public 
sector provides the real substance for the current hopes of lower interest 
rates. Admittedly, the fall in company savings (resulting from the present 
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squeeze on profits) and the prospective improvement in the external 
balance (which in this accounting is equivalent to an increase in invest- 
ment) must be brought into the reckoning. But when due allowance has 
been made for these it still seems likely that the emerging balance of forces 
in the economy would bring about some decline in interest rates if left to 
itself. ‘The crucial question is whether the authorities will be prepared to 
let things take their natural course. 

Their tactics in 1958, when the economy last faced the prospect of 
running appreciably below capacity, suggest that they may not be. Through- 
out that year, as Bank rate was successively reduced from 7 to 4 per cent, 
the authorities deliberately restrained the fall in long-term rates by stepping 
up their funding sales. These tactics were blessed by The Banker* and 
by the Radcliffe Report—on the grounds that if a reduction in bond rates 
had then been set in train “‘ the lower rates and the increased liquidity 
entailed might well be reached just in time to be a nuisance in the next 
boom ”’. If high rates were the right prescription in 1958, when the 
balance of payments was in strong surplus, must they not be even more 
essential to-day, when the balance of payments is distressingly weak ? In 
comparing 1961-62 with 1958, however, account must be taken of the 
facts that long-term rates are now fully 1 point higher than in March, 1958 
and, more importantly, that much greater emphasis is now placed on fiscal 
policy. In endorsing the tactics of 1958 the Radcliffe Committee asserted: 

Moderately high bond rates and a large budget deficit form an unusual com- 

bination as deliberate measures of economic policy, but it may well be the 


right one in a world which, despite recession, remains inflation-minded and 
growth-minded. 


In the past two years, as the fall in the gilt-edged market itself attests, the 
British economy has hardly become less inflation-minded or less growth- 
minded. But, largely for this very reason, the authorities have become 
more keenly aware of the need to apply stronger fiscal brakes. Accordingly, 
the current financial year may see the budget in overall surplus for the 
first time since 1950-51. On present prospects it seems questionable 
whether the combination of budget surplus and high interest rates will be 
the right one for 1962. If the pressure of total demand does indeed ease, 
it would seem desirable that in any official relaxation some decline in 
interest rates should take precedence over fiscal concessions. 

The chances of a sustained fall in interest rates may thus depend on the 
extent to which the authorities regard the stiffening of budgetary policy as 
relieving them of the need to pursue their previous funding tactics. As 
the accompanying chart shows, in recent years they have taken advantage 
of every rally in gilt-edged to sell stocks from their own portfolios, and 
thus maintain their grip on bank liquidity. It will be seen that funding 
went sharply into reverse in the first half of this year: in the second quarter, 
indeed, the net intake of stock—{£260 millions—has been exceeded only 
once (December-March, 1960) in the ten-year period for which data are 








* See ‘“‘Long Rates in Reflation’”, The Banker, March 1959. 
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available, though the sale of £32 millions of steel prior charges by the 
authorities must be set against this figure. This massive defunding (arising 
partly from the paying off at their April maturity of private sector holdings 
of 24 per cent Conversion stock), as the detailed table on page 782 reveals, 
was the result of an increase in the run-down of bank portfolios coupled 
with heavy net sales by “‘other home and overseas non-official holders”’, 
which had been substantial net buyers of stock in each of the pre- 
ceding four quarters. Almost certainly, the authorities had to take in 
substantial further amounts of stock in July; but they have no doubt been 
able to re-sell large quantities since. But, as noted earlier, there are signs 
that they have been reluctant to press sales to the point at which the 
recovery is seriously restrained. 


Bank Liquidity and the Budget 


It is not difficult to find reasons for such reluctance. While the Bank’s 
earlier inhibitions about giving a lead to the market have been shown to 
be misconceived, this does not mean that the Bank should—or could— 
resist a fundamental trend. After the disappointments of recent years the 
desirability of giving the market some encouragement is plain if permanent 
damage is not to be done to its mechanism. And the authorities’ pros- 
pective grip on bank liquidity seems to be tight enough for them safely to 
give that encouragement. Admittedly, that grip has loosened a little in 
the three months to mid-October—when, thanks to the record fall in 
advances and a strikingly large increase in the banks’ holdings of liquid 
assets, the average liquidity ratio jumped from 32.9 to 35.0 per cent, despite 
the calling up of a further 1 per cent of special deposits. But this rise 
in liquidity probably partly reflects the fact that, despite the improvement 
of £325 millions in the overall budget balance forecast in April and the 
further reinforcement of £130 millions provided by the Chancellor’s sur- 
charge on indirect taxes, the Exchequer’s deficit in the three months was 
some {£78 millions bigger than in the corresponding period of 1960. 
If the Chancellor’s assertion at the Bankers’ Dinner that he saw “ no reason 
as at present advised to suppose that the final [budget] result will be very 
different from the estimates given in the budget speech and on July 25” 
is confirmed by events, however, the full deflationary impact of the budget 
will be concentrated in the second half of the financial year, and particu- 
larly in the tax-gathering quarter of January-March, 1962. The Chan- 
cellor’s statement, indeed, implies that the authorities are anticipating an 
overall surplus of perhaps £750 millions in the six months to end-March, 
1962—almost three times the surpluses achieved in the corresponding 
periods of 1960-61 and 1959-60. 

If the surplus is anywhere near as high as this, bank liquidity could 
come under very severe pressure in the new year. Admittedly, in the 
months ahead the banks’ liquidity ratios may continue to benefit from the 
decline in their advances (which were rising strongly throughout the period 
of seasonal strain in 1960-61), but it still seems probable that the authorities 
will have the banks almost completely at their mercy. They could, of 
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course, help the banks out of any difficulties by releasing funds at present 
frozen in Special Deposits—but the danger that such releases might be 
construed (not unnaturally) as a loosening of the credit squeeze probably 
means that if assistance were needed the authorities would prefer to provide 
it through less obtrusive channels, notably by buying securities from the 
public and from the banks themselves. The £758 millions of 44 Con- 
version stock maturing on February 15 next affords a convenient medium 
for such purchases, but since a substantial portion is believed already to be 
in official hands their buying may have to be more extensive. Whatever 
the authorities’ current feelings about funding, it seems evident that the 
massive flow of funds to Exchequer in coming months will compel them 
to buy-in substantial amounts of bonds as well as bills. 

At all events, unless the authorities badly mishandle things, the gilt- 
edged market should be relieved of the threat of bank selling at penalty 
prices that has hung over it at this stage in each of the past three years. 
Indeed, in recent weeks, for the first time since October, 1958, the banks have 
been back in the market as net buyers. But if the threat of disruptive bank 
selling has now been removed, what of the threat of selling by trustees, 
which seemed to loom so menacingly last summer? In the event the 
uncertainties surrounding equities and the severe capital losses involved in 
selling gilts have provided an effective deterrent to any large-scale use of 
the trustees’ new freedom: The possibility of such sales in the future 
must, however, impose some brake on the recovery of the market (as also 
must the knowledge that the queue of corporation borrowers grows steadily 
longer), but there is no reason to suppose that it might bring it to a halt. 

At this point, however, the hopes and anxieties of investors become a 
dominant influence. Although the trend of savings and investment suggests 
that interest rates may decline and the strength of the cash flow to the 
Exchequer suggests that the authorities should have no reason to resist 
such a decline, the actual course of rates will depend above all on the 
Government’s success in countering the current inflationary pressures. 
No rise in gilt-edged can look convincing until the Government has restored 
confidence in the value of money and, more particularly, in the exchange 
value of sterling. For the moment overseas bankers, impressed by the 
strong action at end-July and by the huge resources provided by the IMF, 
are not disposed to question the sterling parity. Britain, they argue, has 
bought time—and they are not yet prepared to say whether or not good 
use is being made of it. If by next spring, however, there are not definite 
signs that Britain has stabilized its costs and that its balance of payments 
is well on the mend, the questionings will begin again. And similar 
questionings will no doubt be voiced by investors at home. ‘The cer- 
tainty that such questionings will recur if the Government does not succeed 
in its efforts to moderate the pressures on Britain’s economy is the real 
threat to gilt-edged. For this reason it is the success—or failure—of the 
wages pause that will determine whether the recent upturn in prices is 
merely another short-lived rally or whether it could indeed mark the 
beginning of the grand reversal. 
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Germany after 
the Election 


By ROLF E. LUKE 


HE results of the federal elections in Germany have again shown 

that there is a stable majority of Christian Democrats and Liberals, 

and thus guaranteed the continuance of the economic policies 

that have been pursued, generally with conspicuous success, since 
1949. However, the presumption that nothing will change in this respect 
need not be based on the election results, with their expected consequence 
of a coalition government of Christian Democrats and Liberals. On the 
main lines of economic and fiscal policy, no less than on the main lines of 
foreign policy, the Socialists have changed their attitudes: ‘‘ free enter- 
prise ’’ was also their slogan in the election campaign, and “ nationalization ” 
has officially disappeared from their programme, and is now cherished 
only by a few left-wing trade unionists. Hence, even a coalition of 
Christian Democrats and Socialists, a possibility that Dr Adenauer skil- 
fully exploited in his initial negotiations after the election, would probably 
not have basically altered the shape of economic policy. 

In any case, it is more or less agreed in Bonn that the course of the 
economy does not call for any radical change in official policies at the 
moment. The German economy is still in an expanding phase. Ad- 
mittedly, the pace is somewhat slower than last year, but the fourth quarter 
of this year and the first of 1962 may well see new boom conditions, fed 
by the continued high rate of domestic investment, the increase in private 
consumption resulting from further wage increases—and perhaps also a 
new upsurge in demand from abroad. 

In the first half of 1961 investment in equipment and machinery was 
some 19 per cent higher than in the first half of 1960 and investment in 
building 14 per cent higher. The September report of the Bundesbank, 
therefore, cautiously maintained that the stagnation in new order-book 
entries, observed since autumn 1960, has obviously not yet influenced the 
level of industrial activity but merely brought the rate of incoming orders 
more into line with deliveries and perhaps also led to some shortening of 
order books. The months ahead might easily see a new burst of invest- 
ment: the labour market is still extremely tight (with nearly 590,000 unfilled 
jobs) and competition from abroad is increasing, particularly on delivery 
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times; the problems created by these trends can probably be met only by 
a further rationalization of industry, which would involve additional capital 
investment. 

This tendency might be strengthened by other factors—notably the rise 
in personal saving and the current pressures on labour costs. In recent 
months the increase in private consumption has been substantially less 
than the increase in private disposable income—in the first half of 1961 
consumer spending was about 9.5 per cent higher than a year earlier while 
private disposable income was some 11 per cent higher. In consequence 
there has been a remarkable rise in private savings: in the first half of 1960 
the saving ratio was 7.9 per cent, in the first half of 1961 it was 9.3 per 
cent—an increase of almost a third. 

Since the rise in private disposable income was attributable mainly to 
higher wages, production costs must have gone up—particularly as in recent 
months the increase of productivity has lost some momentum. Whereas 
the average income of the working population rose by 11 per cent between 


GERMANY’S BALANCE OF PAYMENTS 


(DM millions)* 
1961 


1960 
Jan-May June-Aug Jan-Aug Jan-May June-Aug Jan-Aug 





























Exports 19,121 11,431 30,552 20,651 12,698 33,349 
Imports 17,041 10,623 27,664 17,710 10,915 28,625 
Balance of trade +2,080 + 808 42,888 +2,941 +1,782 +4,723 
Net services +1,449 + 434 +1,883 +1,177 - 442 + 735 
Net donations —-1,303 - 627 -1,930 —-1,283 -—- 941 -—2,224 
Current surplus. . +2,226 + 615 +2,841 +2,835 + 399 +3,234 
Net long-term capital: 

Official ~ 517 - 497 -1,014 —4,158 -1,457 -5,615 

Private .. —- 474 + 415 - 59 +1,071 - 125 + 946 
Net short-term capital: 

Official . - 879 + 396 — 483 + 11 - 11 —~ 

Private .. , +1,209 + 946 +2,155 —1,736 —-— 826 -—2,562 
Total net capieal nme 

actions : - 661 +1,260 + 599 —-4,812 -2,419 -7,231 
Errors and omissions} + 573 +1,319 +41,892 + 812 + 24 + 836 
Net change in official 

reserves ‘ +2,138 +3,194 +5,332 —1,165{ -1,996 -3,161] 


* Minus signs denote outs 
t+ Mainly reflects change in terms of payment; plus denotes acceleration of payment. 
t Excluding decrease in central bank reserves reflecting DM revaluation in early March. 


the first half of 1960 and the first half of 1961, production per capita rose 
only by 4 per cent. It seems certain, therefore, that the rise in wage 
costs per unit of output was considerably greater than the increase in 
internal prices—which was only about 3 per cent between the two half- 
years. Although the cheapening of imports arising from revaluation 
has partly compensated industry for this increase in labour costs, profit 
margins have undoubtedly been squeezed. The relative sluggishness of 
consumer demand at home and the growing intensity of competition in 
Overseas markets present formidable barriers to the passing on of higher 
costs to customers. Yet whatever coalition may finally result from the 
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post-election manceuvring in Bonn, the trend to increased wages and social 
benefits (even more on the industrial side than in the public sector) is 
bound to continue. The pressures thus presented to invest in cost-reducing 
techniques, however, reduce the funds available for self-finance—and also 
blunt the incentive to investment given by the present profits tax. 

On the other hand, the rise in personal savings and the swelling of the 
public sector surplus suggest that the level of interest rates in Germany 
will probably continue to fall, thus easing the financing of investment 
through the capital market. Despite the releases that have taken place 
since last autumn, particularly after revaluation, German banks still main- 
tain about DM 9,000 millions as required liquid reserves with the Bundes- 
bank. As one of the declared purposes of the revaluation was to facilitate 
a reduction in German interest rates, a further relaxation of minimum 
reserve requirements might be expected before long. So far the effects 
of the loosening of the Bundesbank’s grip on liquidity have been reflected 
mainly in the money market—where the rate for prime bankers’ acceptances 
has dropped from 43§ per cent to around 2? per cent over the past year; 
over the same period long-term bond rates have dropped from about 
64 per cent to a fraction under 6 per cent. 

The pressures on domestic resources and costs apparent in recent months 
have had seemingly little impact on the balance of payments—whose course 
has so far not fulfilled the expectations of those who had hoped that 
revaluation would lead to a better equilibrium. The surplus in the balance 
of trade in the first nine months of 1961 totalled DM 5,400 millions (more 
than the total for the whole of 1960), compared with DM 3,400 millions 
in the same months of 1960. Imports were 4 per cent higher in value 
and exports 9 per cent higher. In volume, both imports and exports have 
risen by roughly the same percentage (8 per cent). ‘Thus, on the face of 
it, the revaluation has strengthened the trade balance (notably by reducing 
import prices) rather than weakened it. If German industry can maintain 
competitive prices abroad and continue to enjoy the benefit of cheaper 
imports, it is difficult to see how the trade surplus is going to diminish. 
And where an industry is severely hit by the effects of revaluation, as in 
the case of shipbuilding, the government is immediately called upon to 
provide compensation; any new government, whatever its precise com- 
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plexion, seems likely to respond in the same way since the Bundestag can 
always provide a sufficient majority in support of such pleas, the Christian 
Democrats and Liberals on behalf of business, the Social Democrats on 
behalf of full employment. In the present political balance of the Federal 
Republic any attempt to cut seriously into exports, on which so important 
a part of business activity and employment depends, is doomed to failure. 

If, therefore, Germany is not to impose a strain on world payments, 
other means of equilibration will have to be sought. ‘This year the 
authorities have been notably successful in offsetting the current account 
surplus by a deficit on capital account. In the first eight months of 1961 
(complete figures for the first three quarters are not yet available) a current 
surplus of DM 3,234 millions has been offset by an outflow of capital of 
no less than DM 7,231 millions. In consequence, official gold and foreign 
exchange reserves dropped by more than DM 3,000 millions in the period. 
Roughly one-third of the outflow of capital is attributable to the movement 
of short-term private funds, associated primarily with the rebuilding of 
short-term banking balances abroad (in July and August German banks 
showed a net surplus of short-term foreign assets over liabilities; at end- 
1960 they showed a shortfall of DM 2,526 millions). The rest is wholly 
attributable to public sector payments—notably the prepayment of post- 
war debt to the United States and Britain and the payment of additional 
contributions to international institutions. Significantly, there was a net 
inflow of private long-term capital during the eight months. There seems, 
however, to have been a marked change since May—attributable, no doubt, 
to the rising tension in Berlin and to the (partly associated) steep falls in 
German share prices: in the three months June-August there was a net 
outflow of long-term private capital totalling DM 125 millions. 

The fact that a massive programme of foreign aid has now been mounted 
holds the hope that public sector capital exports will be maintained in the 
years ahead. In this respect, the fact that the general election is now 
passed should diminish the political difficulties of placing the burden of 
that programme on the budget. In the past year those difficulties have 
been eased by certain windfalls (the public sale of the Volkswagen shares, 
for example), whose recurrence clearly could not be counted on. The 
flow of private long-term funds should be stimulated by a trend to lower 
interest rates; however, there is no one-way street for private capital, and 
much will depend on policies and business activities abroad. 

To sum up, the economic situation, or more accurately the economic 
climate, in Germany has not been changed by the outcome of the elections. 
Nor has any significant impact on the economy been exerted by the major 
political developments such as the Berlin crisis and the east-west tension. 
This seems attributable less to a lack of political interest, especially with 
regard to foreign policy, than to the fact that Germany is already far 
more integrated into the economy of the free world than is sometimes 
realized. With the continuance assured of the same internal political 
forces that have been at work since 1949 there is no doubt that the course 
of economic policy will follow the path to even greater integration. 
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Belgium off the 
Defensive ? 


By ALEXANDER LAMFALUSSY 


HE prospects for the Belgian economy did not look very bright 
at the beginning of this year. - The Congo crisis had produced 
some hectic changes in gold and foreign exchange reserves in the 
summer of 1960, and more importantly, had shaken the morale 
of the nation. The strikes in December and January, revealing an awkward 
conflict between the North and the South of the country, undoubtedly 
added to the malaise. In addition, by that time most people had become 
fully aware of the fact that for some years Belgium’s growth had been 
lagging behind that of her neighbours. In the past six months, however, 
the picture has changed markedly. Industrial production has recovered 
briskly after the strike, and reached in May and June this year a level 
about 6 to 7 per cent higher than a year earlier. Unemployment has fallen 
rapidly and labour shortages have appeared in the main industrial areas. 
Tax receipts have increased and the cash deficit of the Government (which 
seemed so disastrously large to some economists only a few months before) 
had vanished by the beginning of the summer. External reserves are rising. 
At the end of August, in acknowledgment of these signs of improvement, 
the National Bank reduced its discount rate from 5 to 4? per cent. 
This remarkable recovery raises many interesting questions. The main 
one, of course, is whether it is due to some accidental factor or whether it 
reflects a basic change in the trend of development. The answer to this 
question is the more important since it has become customary to treat 
Belgium as one of the countries—the other being Britain—whose growth 
performance over the last ten years has fallen below the European average. 
To assess the significance of recent changes, it is necessary to look back 
over earlier developments. In doing so a striking similarity is revealed in 
the rate of growth of the Belgian and the British economies. As shown in 
Table I, industrial production in both countries had, by 1948, recovered 
beyond the pre-war peak, thus indicating a faster post-war expansion than 
in most other OEEC countries. On the other hand, the rate of growth 
has markedly declined since 1948 in both countries relatively to the rest of 
Europe. (Since there has been some discussion recently about the validity 
of the OEEC index to measure Belgian growth, two indices are given for 
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Belgium: (a) the OEEC index based on an index established by the Univer- 
sity of Louvain, and (5) an index derived from the national accounts, at 
constant prices, worked out by the University of Brussels.) There have, 
however, been substantial differences between Belgium and the United 
Kingdom in other fields; and these suggest that it would be most misleading 
to discuss the Belgian problem in terms of the British experience. 

The first and most important of these differences is that Belgium has 
not experienced balance-of-payments difficulties since 1948. During the 
period from 1948 to 1960, she earned a total cumulative surplus on current 
account of BFrs 64,300 millions (£458 millions). Although part of this 
big surplus was absorbed by substantial private capital exports, the net 
gold and foreign exchange holdings of the Belgian banking system increased 
by BFrs 32,900 millions (£235 millions) during this twelve-year period. 
Deficits on current account occurred only in 1948, 1950 and 1954, and there 


TABLE I 
GROWTH OF INDUSTRIAL PRODUCTION 
(1948 = 100) 

1937 1948 1957 1958 1959 1960 1961* 

Belgium (a) ~ Be 92 100 141 133 138 147 154 
(d) i n.a. 100 145 141 147 156 n.a. 

United Kingdom 7 84 100 142 140 149 159 159 
All OEEC countries... 101 100 190 193 208 224 232 


* First quarter, seasonally adjusted, except for Belgium (February-April). 
Sources: Historical and General Statistics, OEEC. 

were falls in the gold and foreign exchange reserves only in 1948, 1950, 
1954 and in 1959, that is in four years out of twelve. During the same 
period, exports of goods and services (at current prices) increased by 160 per 
cent, and since export prices hardly increased between 1948 and 1960, the rise 
in real terms was of the same order. There has been no export problem in 
Belgium in the sense that there has been one in Britain. The steady 
external surplus is but one reflection of the absence of inflationary pressures: 
in the past ten years the internal price level has risen by no more than 
11 per cent. | 

The second difference is to be found in the more rapid increase in the 
productivity of Belgian labour. International comparison in this field is 
notoriously risky, as it is very difficult to get comparable statistics of output, 
employment and hours worked. Small differences in productivity changes 
are therefore not significant; but the difference between the British and the 
Belgian indices is such that it can hardly be attributed to errors in measure- 
ment. Between 1948 and 1960, the productivity of labour per hour may 
have risen in Belgian industry by as much as 56 per cent, i.e. on the average 
by somewhat less than 4 per cent per year. The comparable British 
figure comes nearer to 2 than to 3 per cent. The fact that the productivity 
of labour in Belgian industry has been rising about as fast as output has 
meant that there has been scarcely any increase in industrial employment. 
As a result, the rather substantial unemployment that appeared in 1948-49, 
and then again in 1952-54, was only partially absorbed during the late 1950s. 
Real shortages of labour arose only in 1951 and 1957, and have appeared 
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again since the spring of this year. While the persistence of unemployment 
has been unfortunate in one sense, it has also had some favourable effects, 
especially when comparison is being made with Britain, where the labour 
market has remained tight virtually throughout the whole period since 
the war. The more rapid rise in productivity, coupled with an easier 
labour market, has resulted since 1957-58 in a relative fall in labour costs 
per unit of output. In Belgian industry the productivity of labour has 
been rising more rapidly and wages less rapidly than in Britain. There 
can be no doubt that this fact largely explains the difference in the per- 
formance of the exporting industries of the two countries. 

I have shown elsewhere* what I believe to be the most likely explanation 
for the Belgian pattern of growth. Briefly, Belgian industry has been 
relying mainly on what I would call “ defensive investment ’’—which 
consists in improving machinery and equipment in existing plants and 
involves the intensive use of the sort of innovations in products and processes 
that do not require large-scale scrapping and the building of new factories. 
This type of investment policy can be recognized statistically by the rela- 
tively low share of building expenditure in the industry’s total fixed capital 
formation. The reasons for this concentration on defensive investment 
must be sought in the fact that Belgian industrialists have been facing 
simultaneously high labour costs, keen competition in export markets and 
a small, lightly-protected, home market whose growth was relatively slow. 
The resulting pressure on profits provided a powerful stimulus to reducing 
costs; but there was hardly any possibility for achieving this through large- 
scale ‘‘ enterprise investment ’”’ involving the building of new plants and 
the introduction of radically new products. Such projects could not be 
undertaken without the protection and the encouragement provided by a 
large, rapidly growing and relatively safe home market. 

The result of this defensive investment has been a substantial increase 
in labour productivity achieved with relatively little capital outlay. The 
saving of both labour and capital, relatively to output capacity, has 
been more important, I venture to guess, than in Britain. The 
gloomy side of the picture, however, is that the growth of output has been 
slow, that both people and machinery have remained idle for quite a 
number of years, and that there has been no appreciable change in the 
country’s industrial structure. Thus, for instance, the share of engineer- 
ing and metal-using industries in total industrial output (which has been 
increasing in most other industrial countries) was the same in 1960— 
around 19 per cent—as in 1948. At the same time, the share of textiles 
(measured at 1953 prices) fell only a little from 11 to 9.5 per cent; and 
it is worth recalling that there had been no previous decline between 
the pre-war period and 1948. Surprisingly, this freezing of the pattern of 
production did not prevent Belgian exports from rising at a satisfactory 
pace. There seem three possible reasons for this: (1) the very rapid (and 
often inflationary) growth of the neighbouring Continental countries, which 








* See Investment and Growth in Mature Economies: The Case of Belgium, Macmillan, 


1961, esp pp 152-186. 
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have traditionally been Belgium’s main customers; (2) the remarkable sales 
organization of Belgian export industries which achieved a very great 
geographical mobility of sales, and therefore managed to increase exports 
in an expanding country, whenever there was a fall in a declining one;* 
and (3) the complete lack of competition between the home market and 
the export markets. 


True Cost of the Congo 


Let us now turn to more recent history. ‘The Congo upheaval in 1960 
came at a time when industrial output was rising; but this rise had only 
been just enough to make good the losses incurred during the recession of 
1958-59. As Table I clearly shows, in spite of the cyclical upturn, there 
was no reason for being complacent about the rate of growth of the country. 
But it is not so easy to explain why people both in Belgium and abroad 
grew suddenly apprehensive about the stability of the Belgian franc and 
the size of the Government deficit. After all, Belgium has had an experience 
of more than ten years of strong balance of payments coupled with some 
unemployment; there was surely no cause to worry about an external 
deficit or to be alarmed at the prospect of deficit financing. Part of the 
explanation probably lies in the lack of adequate information and in the 
high degree of sensitiveness with which most Belgians are accustomed to 
watch every possible sign of inflation. The inflation of the 1920s and the 
rise of prices during and immediately after the last war have not been for- 
gotten, in spite of the price stability of the 1950s. ‘Those who have lived 
through inflations produced by government deficits are not likely to be 
receptive to elementary Keynesian economics. 

This, however, is not the whole story. Speculators, as provei: py sub- 
sequent events, grossly overestimated the likely impact of the Congo crisis 
on the Belgian economy, though there was rather more substance in their 
estimates of its impact on Belgium’s balance of payments. The Congo 
contributed no more than 3-4 per cent of Belgium’s gross national pro- 
duct; but it did contribute a great deal to Belgium’s overall external 
surplus. For the years from 1956 to 1959 Belgium’s external balance on 
current account with the countries other than the Congo was just about 
in equilibrium; and since there were at the same time net capital exports, 
the overall balance with the rest of the world shows for that period a sub- 
stantial deficit. ‘This, of course, overstates the Congo’s influence. A com- 
plete break with the Congo would not involve a net loss as high as Bel- 
gium’s surplus on her external account with the Congo. It is likely that 
the greater part of merchandise exports could be shifted to other areas; on 
the other hand, the loss of part of the invisible income—of transportation, 
for instance—would be offset by a reduction in imports of fuel or of air- 
craft. On the whole it seemed reasonable to conclude that even a complete 
cessation of the economic and financial relations with the Congo would 
have reduced the surplus on current account from about BFrs 11,400 to 





* In 1960, for instance, the decline in the exports to the United States and the Congo 
was more than offset by increased exports to Continental Western Europe. 
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4,400 millions, and this surplus would still have been enough to finance a 
reasonable outflow of private capital.* 

The actual course of the Belgian balance of payments is shown in the 
accompanying table. The trends in 1959 and 1960 were the result of con- 
flicting influences. The deterioration in the current balance (relatively to 
the very big surpluses in 1956-58) was due basically to the normal upturn in 
the trade cycle which, as in 1954, called forth quite a substantial re-stocking 
and a worsening of the trade balance. ‘This factor, however, was partly 
offset by the influx of private donations from the Congo on the eve of 
independence, i.e. mainly in the last quarter of 1959 and in the first half 
of 1960. If this is taken into account, the slight deficit on current account 
in the second half of 1960 appears rather as a return to the usual pattern 
prevailing during a period of strong business expansion. It may be useful 
to remind ourselves that it was not until the winter of 1959-60 that industrial 
output regained the peak reached in 1956-57. 

The quarterly data for 1960 also show what caused the sharp decline in 
the gold and foreign exchange reserves in the summer of 1960. There 
was no increase in the rate of net private capital exports from the second 
to the third quarter; but there was a marked deterioration in the current 
balance (reflecting the cessation of private transfers from the Congo and 




















TABLE II 
BELGIUM’S BALANCE OF PAYMENTS 
(BFrs 000 millions) 
1960 
1954-57 1958 1959 
(average) I IT III IV Year 
Current account (includ- 
ing private donations) + 7.8 +18.7 +4.4 +6.0 +3.2 -1.9 +0.7 +8.0 
Private capital . - 66 - 5.0 -2.1 -0.8 -2.0 -2.0 +4+2.3 -2.5 
Public capital (includin 
grants and donations) + 0.7 + 2.4 -4.4 -2.4 41.5 -2.1 +5.6 +2.4 
Errors and omissions .. — 1.1 - 0.2 -2.0 +0.6 -0.8 0.0 -1.5 -1.7 
Increase (+) or decline 
(-) in net. external 
assets of the Belgian 
banking system . + 0.8 415.9 -4.1 43.4 41.7 -6.0 +7.1 +6.2 

















Source: Banque Nationale de Belgique. 


the leading and lagging of payments associated with speculation against 
the franc) and a substantial outflow of public capital (reflecting the rapid 
rise in the assistance granted to the Republic of the Congo). Then there 
was a sudden change in the fourth quarter of 1960: fears of a devaluation 
of the Belgian franc vanished, and this brought about a small surplus on 
current account as well as a net influx of private capital. At the same 
time the tightening of the domestic money market forced the Government 
to borrow abroad on quite a large scale. This external borrowing was 
largely misinterpreted both in Belgium and in other countries. The cash 
deficit of the Government had already reached by 1958 the rather high 
level of BFrs 24,700 millions (£177 millions); it stayed at this level both 








- See ‘‘ The Effect of Events in the Congo on the Belgian Economy ”, Economic Bulletin, 
No. 8, September, 1960, Banque de Bruxelles. 
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in 1959 and in 1960, without causing any inflationary pressure. There 
was no noticeable increase in 1960. ‘The new factor was the increased 
difficulty in financing the deficit. As Table III shows, this difficulty arose 
because of a decline of BFrs 9,400 millions in the outstanding internal 
floating debt, a decline that was roughly offset by an expansion in the 
external indebtedness of the Government. 

Since the Government borrowing in foreign currency was not motivated 
by any balance-of-payments considerations, it may seem difficult for any- 
body not acquainted with the peculiarities of the Belgian money market 
to understand the reasons for this strange operation. After all, a govern- 
ment deficit, whether financed internally through credit creation or through 


TABLE III 
FINANCING THE GOVERNMENT’S CASH DEFICIT 
(BF rs 000 millions) 
1958 1959 1960 

Cash deficit - i a — 24.7 —25.7 —26.5 
Sources of finance: 

Internal long-term debt os +10.7 +20 .3 +27.1 

Internal floating debt .. ei +12.8 —- 0.6 - 9.4 

External debt .. - és + 3.9 + 5.2 +10.6 

Residual items . . ei Pe — 2.7 + 0.8 —- 1.8 


Source: Ministére des Finances. 


borrowing from abroad, has for all practical purposes the same effects 
on the economy.* The reason for the external borrowing is, in fact, quite 
simple: in accordance with an agreement signed in 1948 by the central 
bank and the Minister of Finance, the Bank does not grant assistance to 
the Government beyond a maximum of BFrs 10,000 millions. Hence, 
whenever this ceiling is reached in a period of tight money markets, the 
Government must try to raise funds in the capital market at the expense 
of other borrowers or borrow abroad—or cut its spending. 

Thus it appears that there was a great deal of exaggeration in the pessi- 
mistic comments made on Belgium’s external balance and on the inflationary 
potential attributed to the Government deficit. ‘True, it was reasonable to 
expect some deterioration in the country’s external balance; but this meant 
a return to equilibrium rather than a plunge from surplus to deficit. Again, 
a persistently high Government deficit can certainly generate excessive 
demand in a fully employed economy; but the Belgian economy at that 
time was underemployed. ‘The financing difficulties, in any case, were due 
to a peculiar institutional rigidity, not to any rise in the public deficit. 

It is therefore quite natural that the speculation has gradually died down. 
Although balance of payments statistics for the first half of 1961 are not 
yet available, it seems fairly certain that the trend has been, on the whole, 
favourable since the strikes came to an end in the second half of January. 
In spite of the fact that the Government’s net borrowing abroad ceased in 








* The mechanics would appear to be that the Government’s requirements of additional 
domestic funds are met by the sale to the central bank of the foreign exchange borrowed, 
instead of by borrowing at the central bank. Thus the effects on domestic credit are precisely 
the same—unless the central bank uses the increase in its reserves as a basis for additional 
credit expansion or for otherwise relaxing its monetary policy.—EDITOR. 
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April, the net external assets of the National Bank, which stood at around 
BFrs 80,000 millions at the beginning of that month, reached the high 
figure of BFrs 84,000 millions (£600 millions) at the beginning of September, 
1961: of this, BFrs 76,900 millions is held in gold and convertible currency; 
this latter figure is equivalent to somewhat less than five months’ imports. 
At the same time, there has been a very substantial fall in the Government’s 
cash deficit. It seems now that the cash deficit for 1961 will turn out to 


be less than half the high 1960 figure. 
Accelerating the Growth Rate 


It must, however, be remembered that the main problem for Belgium 
has been the relatively sluggish rate of growth of industrial output, and 
that the vanishing of an unwarranted currency speculation does not provide 
a solution for this problem. Unhappily, there seems to be no reason for 
believing that the satisfactory expansion of the last six months can be 
regarded as a basic change of trend. It should rather be attributed to the 
rapid increase in exports to the overfully-employed neighbouring countries 
of the Common Market. Shipments to Germany, France, Italy and the 
Netherlands in the second quarter of 1961 were 12 per cent higher than 
a year earlier, and these exports amount to about half of Belgium’s total. 

Admittedly, there have been changes since 1957-58 that suggest that 
one can be more optimistic about future prospects now than a few years 
ago. One of these changes is the highly favourable trend of labour costs 
per unit of output in Belgian industry relatively to those in the neighbouring 
Common Market countries. As mentioned in the first part of this article, 
this trend had been favourable for a number of years in comparison with 
the United Kingdom; it has now also turned favourable in comparison 
with such countries as Germany and the Netherlands. In both those 
countries, wages have been rising since 1958 (relatively to productivity) 
much faster than in Belgium; and the revaluation of the D-mark and the 
guilder has further increased the competitiveness of Belgian exports. The 
second change is the opening of the Common Market. While there may be 
doubt about the possible effects of economic integration on large countries, 
it seems quite clear that the opening of new markets provides a small 
country with opportunities that do not exist within the boundaries of a small 
home market. As a result, two of the most important factors—high labour 
costs and a small home market—which may be regarded as having been 
responsible for the defensive nature of Belgian investment policies are in 
the process of disappearing. While this will not change the country’s 
industrial structure automatically, it at least opens the way to new, more 
enterprising, investment policies. The main condition for the emergence 
of these new policies remains, of course, the rate of growth and the degree 
of employment in the neighbouring countries. A pause, and even more a 
recession, within the Common Market would have an unfavourable effect 
on Belgian exports and especially on the profit rates of the exporting 
industries. This would again discourage industrialists from adopting in- 
vestment programmes more explicitly growth-oriented. 
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Australia’s Cautious 
Recovery 


By JOHN D. S. MACLEOD 


LMOST twelve months have elapsed since the Australian Govern- 
ment introduced the third of its major series of restraining 
measures and it is now possible to attempt some appraisal of 
the efficacy of the weapons employed. The lessons are instruc- 

tive from two different, but related, points of view. -First, it has been 
shown clearly that co-ordinated fiscal and monetary policies (even where the 
main emphasis is placed on the latter) can be highly effective in restraining 
demand. Secondly, significant progress has been made in the use of 
monetary policy to control the lending activities of a rather wider range of 
financial institutions than the trading banks and thus influence, in true 
Radcliffian fashion, the “‘ general liquidity ”’ of the economy. 

In order that the nature and the results of these policy changes can be 
fully appreciated, the background of economic events in the past year 
must first be sketched.* ‘The period has seen a quite remarkable shift of 
policy from restraint to reflation. ‘This shift has been made possible by 
the dramatic improvement in the overseas trade balance produced by the 
strong rise in exports of wheat, lead, sugar, coal, gold and some manu- 
factured goods, the recovery in wool prices and the collapse of the import 
boom. In the first nine months of 1961 Australia earned a trade surplus 
of nearly £A26 millions, compared with a deficit of {A123 millions in the 
same period of 1960. Exports were some {A108 millions higher, while 
imports were {A41 millions lower than a year earlier; the turning point 
in the import boom came in January-February, 1961, since when payments 
for imports have steadily declined to levels that must be considered abnor- 
mally low. This sharp improvement in the trade balance, which has been 
accompanied by a recovery in official overseas reserves, has enabled the 
Government to dispense with the standby credit of £A45 millions arranged 
with the IMF at the time of Australia’s drawing of £A78 millions last April. 

Internally, the impact of the restrictive measures first became evident in 
falling motor car sales, in production of consumer durables and, after a lag, 





* For an examination of the background of events leading up to the measures of November 
1960, and an initial appraisal of the measures themselves, see “‘ Australia’s Dear Money 
Experiment ”’, by A. D. McKee, The Banker, January 1961. 
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in employment. Stocks began to build up, though retailers were gradually 
successful in passing the main burden of the accumulation on to the 
wholesale merchants and the manufacturers. Bank advances and hire- 
purchase debt declined in the first half of 1961, as did savings deposits. The 
impact on personal incomes and investment plans in the private sector was 
more gradual—indeed, the high level of private fixed capital investment has 
been a valuable sustaining force in the economy. By mid-year, the recession 
had begun to show signs of “‘ bottoming out”’. All the indicators point 
to a modest recovery in activity during the third quarter, and the movement 
seems likely to gain pace in the remaining months of the year, though much 
must depend on the rate at which excess stocks are cleared. 


Retreat from Restraint 


Plainly, the combined weight of the restrictive measures that fell in the 
first half of 1961 was heavier than had been intended. Some of the 
measures had to be hastily withdrawn. ‘Fo add to the misfortune of the 
administrators, the relaxations of restraints, or even their active reversal, 
are now proving as slow to stimulate the economy as they had been to 
restrain it twelve months previously. An excellent example of this is 
afforded by the behaviour of bank advances: these reached their peak in 
October, 1960 (i.e. before the November measures), nearly twelve months 
after the first requests to the banks to restrain the growth of their lending. 
This long lag before an official request is translated into an actual fall in 
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advances is, of course, inherent in a system where unused credit limits 
may be equivalent to 60-70 per cent of actual loan totals—particularly 
where the banks have insufficient freedom to impose deterrent interest 
rates. ‘The squeeze, however, rapidly began to take effect in the closing 
months of last year: advances fell from the peak of £A1,092 millions in 
October, 1960, to £A1,012 millions in March, 1961. This fall of £A80 
millions in only five months, though about half of it can be attributed to 
seasonal factors, is probably the most concentrated squeeze yet seen in 
Australia. A classification of bank advances in June, 1961, revealed that 
the pinch had been felt most acutely by personal borrowers and farmers; 
as in previous squeezes, loans to manufacturers, wholesale merchants and 
financial institutions rose. Since March, advances have fluctuated in the normal 
seasonal fashion: the easier lending policy permitted by the releases from 
statutory reserve deposit accounts announced at the end of June has so far 
made little impression on the advances total—thus demonstrating again 
that the credit tap cannot be turned off or on at will. 

The Government’s retreat from restraint began in February with the 
removal of the higher sales tax on motor vehicles—only three months after 
it had been imposed. This was followed in May by the announcement 
that (from July 1) interest paid on non-bank deposits would again be 
allowed against tax—thus reducing the true cost of borrowing such funds— 
and at end-June by the first non-seasonal unfreezing of trading bank 
reserves. Finally, in August, Mr Holt, the Federal Treasurer, budgeted 
for an increase of {A120 millions in Government spending in the fiscal 
year to June 30, 1962, and indicated a prospective overall deficit of some 
£A16 millions, compared with a surplus of a similar amount in 1960-61. 
Significantly, two of the November measures have been left unaltered— 
the higher structure of interest rates and the tax incentive to life assurance 
companies and pension funds to invest 30 per cent of their new moneys in 
Government securities. 


Monetary Policy in a Changing Economy 


Not surprisingly, these major changes in policy have provided plenty of 
room for disagreement, especially among economists. One widely-held 
view is that several important sectors of the economy had already begun 
to slow down before the November measures were introduced, and thus 
that these further measures were not only unnecessary but harmful. In 
answer, the Government has stated that the prime purpose of the measures 
was to check some excessive business confidence and to ease strains in 
hard-pressed sectors (e.g. steel, which had changed from a net exporter to 
a substantial net importer). Judging by the subsequent course of the 
economy, these aims were quickly achieved. Now, once again, attention 
is focused on that same intangible, business confidence—the climate of 
which is held to be a crucial factor governing the pace of recovery. The 
Government, for its part, has evinced considerable confidence in the 
economy's powers of recovery. Despite the imminence of the elections, 
it has administered only a minor fiscal stimulus and has relied on increased 
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bank lending to play a leading reflationary rdle. Its stimuli and relaxations 
need to be judged, however, in the context of the Australian economy as 
it exists to-day—thus taking into account the structural changes of recent 
years and the new problems and opportunities that they have presented. 
These changes must be borne in mind in particular in considering the 
new departures in monetary policy. In invoking a sharp rise in interest 
rates as part of its disinflationary measures last November the Government 
gave an altogether different emphasis to monetary policy in Australia. The 
increase of 4 per cent in the authorized average rate on overdrafts, to 6 per 
cent, and the raising of the maximum overdraft rate to 7 per cent have 
enabled the banks to charge borrowers perceptibly more for their advances 
—in June, 1960, some 67 per cent of total advances were charged 
interest at 54-6 per cent, six months later only 36 per cent were included 


TABLE I 
BORROWERS’ INTEREST RATES IN AUSTRALIA 
1959 1960 1961 
Term Sept Sept March Sept 
Yo Yo Yo Yo 
Government bonds ‘a Short 4.00 4.25 5.50 4.75 
Medium 4.79 4.93 5.42 5.25 
Long 5.00 5.00 5.38 5.38 
Seasonal Treasury notes 3 months -—— — 4.25 3.95 
Short-term money market Call—min 2.75 2.81 2.50 2.50 
max 3.00 4.50 4.56 3.50 
Trading bank term deposits 3-9 months 2.25-2.50 2.25-2.50 4.00 4.00 
12 - 2.75 2.75 4.50 4.25 
24 i 3.00 3.00 _ oo 
Savings bank a i Call 3.00 3.00 3.25 3.50 
Hire purchase :* 
Australian Guarantee Cpn. Short 3.50 3.50 4.50 4.50 
Long 7 .00 7 .00 7.00 8.00 
Custom Credit Cpn. 4 Short 3.50 3.50 3.75 4.00 
Long 7.00 7.00 8 .00 8 .00 
Finance Cpn. of Australia Short = 3.50 3.75 5.50 
Long 7.00 7 .00 7.00 8 .00 
Retailers :* 
Reid Murray Ltd id Short 3.75 4.00 4.00 4.00 
Long 8 .00 8 .00 9.00 9.00 
Property finance:* 
Hooker Finance Ltd ‘ Short == 4.00 4.00 5.50 
Long aa 8 .00 8.50 8.50 


* Debenture funds. These rates, especially long rates, are not strictly comparable because 
of differing terms. 
+ 24-month deposits were abolished, on Government suggestion, in November, 1960. 


in this interest bracket; the banks have also shown a willingness to charge the 
maximum deterrent rate, some 18 per cent of total advances are currently 
paying this rate. Even so, when the effects of taxation have been taken 
into account, it is doubtful if these higher rates have had more than a very 
marginal impact on the demand for loans. Far more important—because 
far bolder—have been the increases effected in the rates for term deposits 
at the banks and in the yields obtainable from Government bonds. The 
results achieved by these increases have almost certainly exceeded all 
expectations. Thus in a period when bank deposits as a whole recorded 
little movement, term deposits rose from £A368 millions in November, 
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1960, to £A502 millions in August, 1961. Similarly, since the yields 
offered by Government bonds were (belatedly) raised last February, Govern- 
ment loans have been well supported by investors—the most recent offer, 
for example, being oversubscribed by 84 per cent. Admittedly, the flow of 
funds into both term deposits and Government bonds tends to increase in 
times of economic difficulty, but it seems likely that the main reason for 
the much larger inflow recorded in recent months is that the rates offered 
by these savings media now compete effectively with those offered by other 
financial institutions. 

Some indication of the changes in interest rates over the past two years 
is given in the table opposite. It will be seen that there has been a very 
sharp increase in short and medium rates on Government bills and bonds, 
raising them above long-term rates, and, more recently, a return of short 
rates to more normal levels. It will also be noted that financial inter- 
mediaries responded to the rise in bond rates and in term deposit rates by 
raising the rates that they offered to lenders. ‘There has, however, been a 
significant narrowing of the spread between the shortest-term trading bank 
deposits and the rates offered by hire-purchase companies and by short- 
term money market (which has employed higher rates to check the seasonal 
loss of funds in April-June).* ‘These changes in interest rates have been 
accompanied by the most sustained drop in savings bank deposits (net of 
interest) for many years, a prolonged decline in hire-purchase debt (which 
for the first time on record fell in each of the first eight months of this year) 
and a marked fall in new fixed interest borrowings in the capital market (which 
totalled only £A11 millions in the first six months of this year compared 
with £A105 millions in the second half of 1960 and £A89 millions in the 
first half). It is extremely difficult to assess the extent to which these trends 
may be attributed to the new interest rate structure. Certainly, the HP 
companies have been hard hit by other factors—notably, the changes in 
taxation of interest on their borrowings, the increase in defaults, the decline 
in sales of consumer durables (particularly cars) and a general reluctance 
to incur new indebtedness at a time of harder employment and lower 
earnings. None the less, HP companies—along with savings banks, retailers 
and property companies—found it necessary to raise their interest rates in 
1961 and have been slow to reduce them even though profits are being 
squeezed and the level of outstandings is declining. 

The essential point, however, is that by invoking higher rates the 
authorities have been able to bring monetary pressures to bear on a far 
wider range of financial institutions; the squeeze has thus not been con- 
fined, as in the past, to the trading banks. Undoubtedly, this widening 
played an important part in making the squeeze effective—by preventing 
borrowers rebuffed by the trading banks from securing finance elsewhere 
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* It will also be observed that the spread between the competitive savings bank and 
trading bank rates has narrowed (since July), without checking the growth of trading 
bank term deposits. Some 75 per cent of interest-bearing deposits at the trading banks 
are in the longer-term category (by June last, one-third were still to mature from the 
24 months’ deposit which was abolished in November, 1960); this may mean that these 
deposits compete less for new small savings than for the placing of accumulated savings. 
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on terms not significantly stiffer. This bolder use of the interest rate 
weapon has thus paid handsome dividends. The need now would seem 
to be for the weapon to be fully integrated into a flexible monetary policy. 
This will almost certainly necessitate more frequent changes in rates than 
in the past—and it may now be opportune to seek a reduction in rates to 
assist economic recovery and perhaps also to give the authorities more 
room to manceuvre in the future. In so far as the changes announced last 
November were structural, made necessary by years of inaction, large 
downward adjustments are hardly to be expected, but a case can now be 
made for, say, lower overdraft rates and bond rates. A cut in overdraft 
rates would bear heavily on bank earnings (which in any case will be 
materially affected when all term deposits bear the new rates): the old 
argument about unproductive bank holdings of Treasury bills earning 1 
per cent and funds frozen in statutory reserve accounts will thus come 
into its own once more. ‘The smooth adjustment of bond rates should be 
facilitated by the operations of the short-term money market, which is 
becoming an increasingly sensitive mechanism and one amenable to Govern- 
ment direction. ‘The movement of rates in this market can foreshadow 
changes in bond yields—significantly, rates have declined steadily in recent 
weeks. It may be through this channel, rather than through shifts in 
discount rate or bond rates, that changes in interest rate policy will eventually 
be notified. 


Growing Cost-Consciousness 


In moving so gradually in their reflationary effort, the authorities have 
no doubt been impressed by the need to contain the current pressures on 
costs and prices. ‘The problems created by these pressures were thrust 
to the fore when import restrictions were abandoned in February, 1960, 
and Australian industry thus faced intensified competition and, in many 
cases, a severe squeeze on its profit margins. Concern was increased last 
July when the Arbitration Court decided that in future it would review the 
basic wage each year solely in the light of changes in prices, reserving its 
more detailed surveys of productivity and capacity to pay for longer-term 
reviews. However ill-advised that decision may be considered, it must in 
practice focus attention upon pricing policies and managerial efficiency 
because Australian industries, deprived of the protection of import controls, 
can no longer freely pass on higher wage costs as higher prices. And it must 
also raise again the question how far the development of industry should be 
financed out of retained profits—i.e. at the direct expense of the consumer. 
Although there has been some slackening in the rate of increase in consumer 
prices in recent months, the trend is still upward. Prices began to rise rapidly 
in the second and third quarters of 1960; in the year to June last the index 
of consumer prices rose nearly 4 points to 125 (1952-53=100). Import 
and wholesale prices have displayed a more favourable trend in the past 
twelve months: the main impetus to rising consumer prices has come from 
housing and food. The pressures on domestic costs may be aggravated by 
the increased tariff protection recently afforded to many local producers. 
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When it was recognized that import controls would not be reimposed there 
was a flood of applications to the Tariff Board—which in many cases has 
agreed to the requests for protection, often making use of the new tem- 
porary duty provisions. While recognizing the need in an economy at 
Australia’s stage of development for an adequate tariff policy, properly 
co-ordinated with other Government policies, there is a real danger, unless 
great care is taken, that inefficient industries will be bolstered up, thus 
raising Australia’s cost structure and diverting resources from other, more 
competitive, industries. 

This concern with competitiveness in the home market is paralleled by 
a growing emphasis on the need to widen the range of Australia’s exports 
and the range of the outlets for them. ‘The marked deterioration in the 
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AUSTRALIA’S BALANCE OF PAYMENTS 


(£A millions) 
Years Ended June 30 























1957 1958 1959 1960 1961 
Current Account: 
Exports .. 978 810 810 937 937 
Imports. . 717 791 796 946 1,084 
Trade balance .. +261 + 19 + 14 - 9 — 147 
Invisible debits (net): 
Transportation — 55 — 65 — 55 —- 62 —- 78 
Travel 7 — 13 — 20 — 21 — 26 —- 28 
Investment income .. — 87 — 83 —118 —123 — 120 
Government .. - a - 3 —- 17 — 20 — 22 — 27 
All other items (including gold) + 12 + 14 + 15 + 20 + 31 
Current balance +115 — 152 —185 — 222 — 369 
Capital Account: 
Government = 3% + 8 + 21 + 29 + $2 
Private .. a 97 + 93 +101 +180 4.326 
Balancing item 5 + 10 + 54 + 9 J 
Capital inflow + 97 +111 +176 +218 + 408 
International reserves at end of period.. 567 525 516 512 551 


balance of trade over the past five years is shown in the accompanying table, 
which also indicates the economy’s growing reliance on the inflow of foreign 
capital. ‘The Government has ambitious plans to assist the beef, coal, 
iron ore and steel industries by improving transport facilities in some of 
the more remote parts—and it has also introduced tax incentives (involving 
a rebate of payroll tax to companies increasing their exports by more than 
8 per cent over the base years 1959 and 1960—and more generous tax allow- 
ances for promotional expenditure overseas). It is plainly desirable for 
Australia to increase exports of manufactured goods at a much faster rate than 
has been achieved hitherto. The most logical markets for such expansion are 
in south-east Asia, the Pacific and New Zealand (where the new tariff 
revisions next year should enable Australian exporters to compete on more 
favourable terms). The United Kingdom’s application to join the European 
Common Market has already caused Australia to re-think its foreign trade 
policies; if it leads the Government to embark on more positive political 
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co-operation with, and economic aid to, Asia it could bring long-term benefits 
to Australia’s trade by expanding these promising markets. Britain’s 
application has also served to draw attention to the world-wide policies of 
agricultural protectionism and to stimulate moves for a concerted effort to 
improve the lot of commodity producers. 


Real Test Ahead 


Until these uncertainties surrounding exports and imports are resolved, 
the recovery of the Australian economy is likely to remain cautious. 
Cautious because the Government is presumably unwilling to let slip the 
new cost-consciousness in industry that arose in the recession, and cautious 
also because of the blow that the recession, following years of unprece- 
dented boom, has dealt to business confidence. None the less, the signs of 
recovery are now evident; the major question for the months ahead is the 
course of stock-building. At the moment the disposal of stocks involuntarily 
accumulated during the recession is holding back the flow of new orders 
to industry. On current showing this de-stocking should soon be com- 
pleted. ‘Then Australian industry will face its real test as it fights to secure 
an adequate proportion of the new orders placed by distributors. For if 
the orders spill over into imports on a large scale the whole cycle of balance 
of payments crisis, greater tariff protection, and costs-and-prices spiral 
could be started again—to the detriment of long-term growth and 
development. 





An Artist's Sketchbook: No. 91 


BRITISH BANKS IN TOWN AND COUNTRY 


Barclays Bank, Croydon 


at the corner of North End and Crown Hill, occupying the site of 

the old Crown Inn. Croydon, which long ago lost its specific Surrey 
character, is now changing again, this time through the infiltration of 
buildings in contemporary styles. ‘The new branch of Barclays, designed 
by H. Hubbard Ford, FRIBA, represents a serious attempt at modern 
design. Its most striking feature is the series of upright members or fins 
rising to the full height of the building. The bank’s name is prominently 
displayed letter by letter in the form reminiscent of building blocks, curving 
round the facade in between the fins. The black Spread Eagle, the device 
of the bank, is here used as the leading decorative motif in the decoration. 
It is made of aluminium, enamelled black, and has been so arranged as to 
be silhouetted by the lighting effects, including spotlights. Most of the 


[ie new Barclays Bank in Croydon is a striking contemporary building 
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accommodation is taken up by the bank (including its Trustee Department 
and Income Tax Department), though some space has been let off as 
ofices. ‘The main feature of the ground floor is the banking hall with its 
counter shaped like a horse-shoe and its walls panelled with mahogany 
and Canadian maple. Facing the main entrance is a mural decoration 
illustrating various industries located in Croydon. 
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Financing Innovation 


ROLE OF SPECIALIZED AGENCIES 


The possibility of establishing a 
specialized institution for financing 
innovations has been under discussion 
in the City since the Radcliffe Com- 
mittee pointed to this apparent gap in 
Britain’s financial mechanism. In this 
article Mr K. Grossfield of the National 


Research Development Corporation, who 
writes here in a purely personal capacity, 
examines the peculiar problems pre- 
sented by the financing of innovation 
and reviews the practical means by 
which the supply of funds might be 
enlarged.—£DITOR. 





By K. GROSSFIELD 


HE link between innovation and growth is now universally recog- 
nized and the need to make available adequate funds for financing 
innovation duly acknowledged. But in practical terms the finan- 
cing of innovation presents some of the most formidable problems 
in the whole sphere of industrial finance—partly because the potential 
innovator may lack adequate commercial experience but more particularly 
because the risks are high and the rewards not always accessible to the 
provider of the capital and, in any case, usually accrue only after a con- 
siderable time lag. In the majority of cases, of course, the innovating firm can 
finance research and development out of internal funds and these problems 
are never presented in any clear-cut form. Where, however, the innovator 
has to seek outside assistance the problems have to be faced squarely. 
The process of innovation covers a wide range of activities—from minor 
improvements of established products and processes to the introduction of 
complex new ones. To bring out as clearly as possible the basic principles 
involved, this article discusses primarily the extreme case of the 
development and subsequent marketing of an entirely new product. Six 
separate stages might usefully be distinguished in this process, though in 
practice one stage often merges into another: (1) the conception of the 
idea; (2) technical research to produce a recognizable product that appears 
novel; (3) development, to turn the product into something that can be 
manufactured economically; (4) a pilot plant stage; (5) a manufacturing 
stage; and (6) a marketing stage. These stages are sometimes physically 
separated, the conception of an idea and subsequent research occurring, for 
example, in a research laboratory; development work being the responsi- 
bility of a development section; manufacture and sales being dealt with by 
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the appropriate department within the firm. Any stage may fail for its 
own particular reasons even though the prior stages have been completely 
successful; research may prove the idea unsound, development work may 
show manufacture to be technically impracticable; manufacture might 
reveal excessive cost of tools, etc. Even if all these difficulties are overcome 
a competitor working on similar ideas might have met with prior success, 
thus skimming the cream of profits. In addition to the risk of failure 
within each stage there is a risk of failure of communication between stages, 
particularly as the ideas associated with an invention can easily become 
distorted as they are passed from one group of people to another. 

Many of the problems associated specifically with the external financing 
of innovation arise because the major risks are incurred in the invention and 
development stages while the principal rewards lie in manufacture. {The 
very large risks—i.e. the small percentage of successes associated with 
innovation—might be illustrated by the experience of the National Research 
Development Corporation, the only specialized financial institution in this 
field. On average during the 1950s about 350 inventions were submitted 
each year to the Corporation from trained research and development staff, 
mainly in Government laboratories and universities. These inventions were 
believed by their originators, usually specialists in the subject, to be both 
patentable and licensable. In fact only about 5-10 per cent succeeded in 
becoming established products yielding royalty, a percentage in line with the 
experience of comparable organizations in the United States and Canada. 
Admittedly, the failure rate within a firm is much smaller than that 
experienced by exploiting organizations such as NRDC. Innovation within 
a firm usually arises in response to specific needs, and the difficulty of 
integrating the various processes is thus much reduced. Moreover, technical 
progress usually depends on the results of relatively minor improvements 
where the risk of failure is small, and the knowledge acquired in one 
development may be found useful in others. Nevertheless, the developing 
of innovations showing substantial technical novelty carries correspond- 
ingly high risks and these must be accepted as an inherent feature of 
innovation however initiated. 


Rewards for Success 


To compensate for these risks appropriate rewards are needed. The 
nature of the rewards to the innovator depends largely on whether the 
innovator himself is the manufacturer or whether he licenses his invention. 
If he licenses, the rewards are usually in the form of a royalty payment, 
which may range up to, say, 10 per cent of the sales price of the product, 
but is likely to be a fairly low percentage. ‘There may also be down- 
payments for rights to take up licence agreements, exclusive rights, etc; 
such payments, however, might be most conveniently looked upon as an 
extension of royalties. 

Unhappily, the effectiveness of the reward as an incentive to the organiza- 
tion responsible for the original innovation is reduced by the long delay 
between original effort and payment. These delays vary considerably from 
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invention to invention, but[NRDC’s experience indicates that, for a group 
of miscellaneous inventions becoming revenue earning in a given year, 
on the average more than three years elapse between original patenting and 
first receipt of income, that annual royalty payments tend to increase until 
about the seventh or eighth year of revenue-earning life, and that income 
thereafter declines.] The term of a patent is sixteen years and the resources 
invested in the invention are often not recovered until late in its life. 

_ The potential rewards to the manufacturer responsible for marketing 
the new product are substantially higher than those to the inventor. Fre- 
quently they take the form of an exceptionally high profit rate during the 
early years of production, when the product may enjoy substantial monopo- 
listic privileges; it is said, for example, that in the case of some ethical drugs 
the larger part of profits is derived during the first few years of sales.) In 
addition, the manufacturer may benefit from the growth of his organization 
associated with successful innovation; this is a less obvious but highly 
significant aspect of reward. Consider, for example, the case of a small 
instrument firm bringing out a new instrument that finds a large market. 
In supplying the market the firm grows; it builds up a research section, a 
development section, manufacturing capacity and evolves ultimately into a 
flourishing organization. The cost of expansion tends to be passed on, partly 
or wholly, to the purchaser as manufacturing costs rather than being financed 
out of profits or the injection of new capital. In fact, published profits 
during the period of growth are likely to be moderate. In consequence a very 
valuable asset emerges that cannot properly be described as a result of 
development work because it is not a necessary consequence of innovation. It 
is, however, a frequent by-product of the innovation process and in many 
cases the expected growth of the firm may provide the primary incentive 
to the manufacturer. 

Despite these incentives, many obstacles retard the innovating process, 
even for the ultimate manufacturer. The most formidable is the large 
risk to the innovator. Even commercially attractive innovations, taken as 
a group, are profitable only in the sense that by averaging over a large 
number of projects gains can normally be expected to outweigh losses. 
Any individual firm, however, would be concerned with a specific project, 
which may show a loss. This risk of loss might be a much more potent 
influence than the prospect of gain. ‘This must certainly be so where the 
potential loss is large in relation to the resources of the firm and might, 
therefore, endanger its stability; but it is also true in larger organizations. 
Even large firms are reluctant to put substantial sums at risk in one narrow 
field of activity: in case of failure the future of particular departments 
may be jeopardized or the future of individuals supporting the innovation may 
be prejudiced. In addition, the management of small firms may be unable to 
cope with the problems of expansion arising from a successful innovation and 
consequently for these firms there is a further management risk. These 
difficulties, among others, may discourage exploitation of apparently profit- 
able inventions even where the firm can undertake ultimate manufacture. 

The obstacles to progress are much greater where inventions require 
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substantial prior investment in research and development before the interest 
of the ultimate manufacturer can be aroused. As the costs of development 
are incurred before the link with a manufacturer is actually established, an 
additional risk arises, namely, that even if development is successful manu- 
facturers might not be interested. Again, since the development stage 
and manufacturing stage are under different management they may not 
link together successfully so that the risk of failure within the subsequent 
manufacturing stage is increased. At the same time the potential rewards 
tend to be lower because it is extremely difficult to persuade the potential 
manufacturer to share adequately the large profits that may be obtainable 
during the early years of manufacture or the gain in asset values that may 
be the by-product of exploitation. In any event the rewards tend to be 
limited to the product actually covered by the patent obtained for the 
original invention. However, development work may lead to profitable 
manufacture in associated fields not covered by the patents and these benefits 
would be obtained wholly by the manufacturer. 


The Gap Examined 


In view of these special characteristics of the risks and rewards of inno- 
vation, two types of financial support appear to be needed. First, there 
is a need to support firms that have a promising product and require addi- 
tional finance for economic manufacture and marketing. This problem 
was brought out by the Radcliffe Committee: 


There are certain special problems about the provision of finance for the com- 
mercial development by small businesses and private companies of new 
inventions and innovations of technique. One problem is that the amount 
of capital required to finance a development may be larger in relation to a small 
company’s capital structure and apparent earning prospects than the financial 
institutions would ordinarily feel justified in putting up. The other problem 
is that of risk. ... 


Secondly, there is in addition a need to support inventions and innovations 
that lack the backing of a manufacturing organization. These inventions 
may be the result of University research or they may be the by-product of 
research in a different field or originate from a back-room inventor. They 
require further development to establish their practicability and such develop- 
ment often falls outside the usual activities of established firms. 

\The principal organization in Britain for meeting these needs is the 
National Research Development Corporation, founded in 1948 to secure, 
where the public interest requires, the development or exploitation of 
inventions resulting from public research or from other sources. The 
Corporation may borrow up to a limit of £10 millions from the Board of 
Trade to carry out its functions, but in the long run it is expected to earn 
sufficient income to cover its expenditure and also to pay interest on 
moneys borrowed. NRDC has assisted both private inventors and firms. 
Its best known projects are probably the development of computers, of 
Dracone, of Fuel Cells and of ‘‘ Hovercraft’’. Its assistance has been 
extended in various ways. The Corporation encouraged computer manu- 
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facture by placing development and manufacturing contracts at a time 
when industry showed little interest in computers. Money spent on 
these contracts was recovered mainly from the sale of computers. Since 
then the support for specific computer projects has continued and money 
invested in shared projects is recovered from royalties on the range of 
products being developed. In the case of ‘* Hovercraft ’’, an invention was 
submitted to NRDC that at its then existing stage failed to interest industry. 
The Corporation provided substantial sums to test and develop it up to 
a stage at which firms showed interest: agreements have now been made 
for joint developments with industry.’ In another instance, capital was 
provided to a small firm developing printed circuits, mainly 1n the form of 
convertible debentures to help the company over its initial difficulties: the 
loan has since been repaid but NRDC still retains a valuable equity in the 
company. For the majority of projects, however, the Corporation’s income 
(apart from any specific recovery charges) is derived from royalty payments. 

The limited income prospects from royalties restricts the number of 
projects that can be financed by NRDC. For example, the development 
of instruments for specialized uses frequently requires very substantial 
expenditure in relation to potential royalty income, and in many cases 
putting up development finance would almost certainly prove unprofitable. 
Again, the Corporation, because of its terms of reference, may not be in a 
position to assist in manufacture or marketing, even though the main diff- 
culty in launching the innovation may be finding capital for manufacture. 
Preference is shown for projects that promise a distinctive technical advance 
(and thus a strong patent protection) rather than for minor improvements, 
though clearly the degree of risk attaching to the latter would be much smaller. 
Moreover, NRDC will participate only where it deems the national interest 
to be involved. Largely for these reasons, the Corporation does not 
cover the entire field of finance for innovation; important gaps thus remain 
to be filled by other organizations. 


Case for a New Institution ? 


Firms requiring funds for innovations have access to general sources of 
finance, notably the banks and the Industrial Commercial Finance Cor- 
poration. ‘The interest charged by these lenders, however, does not include 
a substantial risk premium. (Admittedly, ICFC on occasion takes a stake 
in the equity of the firm requiring finance, but usually it limits itself to a 
small share.) ‘These lenders, therefore, are not in a position to accept 
propositions involving a high element of risk such as is inherent in inno- 
vations containing a high degree of technical novelty. Except for NRDC 
there is no organization dealing specifically with the finance of innovation, 
although other organizations, including the Department of Scientific and 
Industrial Research, may assist in certain circumstances. 

Accordingly, there would seem to be a case for increasing the supply 
and extending the scope of available development finance. Two suggestions 
in particular appear to justify further investigation. First, the provision 
of risk capital for firms wishing to manufacture new products but who lack 
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finance or find the risks excessively large and whose projects would normally 
fall outside the sphere in which NRDC is willing to help. Secondly, 
assistance to an inventor who will not be the ultimate manufacturer. In 
providing funds to manufacturing firms the lender would have to take into 
account the basic characteristics of innovation—that the risks are high, the 
rewards delayed and often not readily identifiable with the exploitation of 
the innovation. For this reason the capital should preferably be provided 
through substantial equity participation in the manufacturing organization. 
Without such participation a wide range of potential projects would become 
unattractive commercially to the provider of the capital. Participation 
might well take the form of convertible debentures: these would not only 
provide a sense of security but might also be convenient in offering reasonable 
interest payments and facilitating withdrawal from those projects that neither 
fail nor are particularly successful. Conversion rights should, however, cover 
a substantial, though not necessarily controlling, equity holding—since the 
few outstanding successes must be fully exploited to compensate for the 
failures. Should participation be wholly in equity form, a substantial stake 
in the equity should be acquired because tne amount of finance needed to 
ensure success in important innovations is presumed large in relation to 
the assets of the innovating firm. 

The potential success of a special finance corporation operating on such 
lines might be illustrated by the experience o* the American Research and 
Development Corporation. The Corporation was established in 1946 with 
the financial backing of insurance companies, investment trusts and other 
institutions to invest largely in young enterprises engaged in new techno- 
logical developments. After a period of slow growth it now shows very 
substantial capital profits on its investments. ‘The experience of this 
Corporation may thus encourage those favouring the establishment of a 
similar organization in Britain. | 

The provision of financial support on a purely commercial basis to an 
inventor who will not be the ultimate manufacturer raises more difficult 
problems. In these conditions it may not be practicable to obtain a share 
in the equity of the ultimate manufacturer—and without such a share the 
provision of development finance is likely to be unprofitable unless there 
is a high degree of skill, and possibly luck as well. This might be a field 
in which the returns accessible to the provider of capital can seldom be 
sufficient to justify commercial operation; there may thus be a need for 
public funds if the innovation is to be carried out. Frequently the required 
development work can be split into two parts, specific development and 
background research. The latter is often akin to the research under- 
taken by universities and co-operative research organizations and thus 
might appropriately be financed by the Government as part of its activity 
of furthering technical progress in industry. Should such support be forth- 
coming in the future, the costs, and therefore the money at risk, of financing 
the proving stage of the innovation would be reduced. Organizations such 
as NRDC could then maintain their commercial criteria in judging inventions 
without becoming too restrictively selective. 


763 


The New Governor 
Speaks... 


Lord Cromer made his first public speech as Governor of the Bank of 
England at the Bankers’ Dinner on October 5, the very day on which 
Bank rate was reduced from 7 per cent. After commenting briefly on that 
reduction-—and on Bank rate’s part in the fuly measures—Lord Cromer 
went on to air some of the intriguing questions that had occurred to him 
in his first three months of office. Unfortunately, he refrained from indi- 
cating the answers that he might be disposed to give. But, as an article 
on page 732 notes, the questions themselves have been widely regarded as 
providing a hint of the Governor’s own predilections. Certainly, Lord 
Cromer’s speech made an immediate impact on markets; it is reproduced 


virtually in full below. 


T has been the custom at this 

dinner for the Governor of the 

Bank to give a resume of the eco- 
nomic and financial scene for the past 
twelve months. But having occupied 
this office no longer than the tenor of 
a 90-day bill, to which I would add 
the conventional three days of grace 
before expecting a protest, I think it 
would be inappropriate for me _ to 
follow precedent to-night and, indeed, 
I would by choice cast my mind for- 
ward rather than backwards. 

However, the Chancellor of the Ex- 
chequer has referred in some detail to 
the measures taken at the end of July, 
and coming, as they did, less than 
four weeks after my taking up my new 
office, I feel that, if perspective is to be 
maintained, I should say a few words 
about the building up of the situation 
which called for such measures. 

The revaluation of the deutschemark 
and the Dutch guilder, in early March, 
precipitated a wave of speculation such 
as has not been seen for many years. 
This speculation was initially not so 
much against the pound, as towards 
other currencies which it was errone- 
ously thought might be revalued up- 
wards. Be that as it may, the burden 
of the day, generated by these events, 
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was borne by sterling; partly because 
of the leading rdle sterling plays in 
international commerce, and _ partly 
because the large volume of funds, 
which had found their way to London 
from overseas during the previous 
autumn, were now attracted by seem- 
ingly more interesting opportunities 
elsewhere. These speculative move- 
ments were very largely, and most 
effectively countered, by co-operation 
between other central banks and the 
Bank of England, under an arrange- 
ment which came to be called col- 
loquially ‘“‘'The Basle Agreement”. 
I do not intend here to go into any 
detail of the operation of the so-called 
‘Basle Agreement’’, as it has been 
described elsewhere, but there are two 
points which I would like to make 
about it. The first is that the title, 
with which it was endowed by the 
economic commentators, tends to imply 
something much more formal than that 
which actually took place. What ac- 
tually took place was that, during the 
course of the normal routine monthly 
meeting of the central bank governors 
at the Bank for International Settle- 
ments in Basle in March, it was agreed 
that, for the mutual good of all the 
countries represented there, they would 
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counteract speculative movements, as 
and when they arose, by providing 
each other with what was tantamount 
to short-term banking accommodation, 
in one form or another. ‘The essential 
of this operation was its flexibility, the 
shortness of the term, and mutual con- 
fidence amongst governors that the 
funds would only be used to counter- 
act speculative movements, and not 
with intent to underwrite basic balance- 
of-payments deficits. The second point 
I would like to make, was that the 
operation was highly successful in 
achieving what it set out to achieve. 
It is an important new milestone along 
the road of international financial co- 
operation. 

Had events developed as they might 
well have done when the Basle arrange- 
ments started, a large proportion, at 
any rate, of the short-term debt, for in 
effect that is what it was that we had 
assumed under the Basle arrangements, 
would have been self-liquidating, as 
disillusionment set in amongst those 
who had incorrectly assumed the likeli- 
hood of a general revaluation of cur- 
rencies and, as working balances in 
London were, as a consequence, rebuilt 
to their normal working levels. 

Unfortunately, this did not occur, 
because between March when the 
Basle operations started and July, 
there was an increasing realization, at 
home and abroad, of the unsatisfactory 
situation of our own basic balance of 
payments. So that by July, and I 
would like to emphasize this, it was 
the appraisal of the objective observer, 
every bit as much as the speculator, 
that was calling into question our 
ability to remain competitive in world 
markets or, perhaps even, our will to 
do so. 

The situation that thus presented 
itself was a paradoxical one, in that 
whilst, at home, there was a feeling in 
the country at large, of high pros- 
perity, near to boom, the outside ob- 
server could more readily recognize 
the inadequacy of our performance. 
We had borrowed short, and properly 
so, to deal with what I might describe 
as an attack of fever. This fever tended 
to obscure the deeper-seated, but more 
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malignant, disease which was afflicting 
us as well; both diseases are curable, 
but while the fever would soon subside 
with appropriate treatment, the other 
would need more drastic treatment and 
longer-term care. As it was, we were 
left in the situation of owing our bills 
arising out of the treatment of the 
short-term fever, and were not earning 
enough to pay these bills owing to the 
longer-term disease which, in itself, 
required further treatment. The regime 
for the longer-term treatment was 
initiated by the various measures an- 
nounced by the Chancellor at the end 
of July. 


7 per cent—and After 


As to these measures, there is no 
need for me to dwell on them on this 
occasion. I would merely like to make 
one point. What I may call the non- 
monetary measures, which included the 
pause in wage and salary increases and 
the promised reduction in the rate of 
increasing Government expenditure, 
although fundamentally the most im- 
portant of all the measures were likely 
to be relatively slow in producing their 
effect. But the seriousness of the 
situation that had arisen, together with 
the discouraging future outlook, de- 
manded defensive measures making an 
immediate impact. I was therefore 
fully in support of the proportionately 
heavy reliance on the use of monetary 
measures in the short term, which 
alone could, in the time available, make 
this impact. On this occasion, as on 
many occasions in the past, the City 
was swift and whole-hearted in co- 
operating toward the national need. 
I would, however, not be true to my 
own convictions if I did not state that 
it is my firm belief that constant re- 
course to disproportionate use of 
monetary measures is no substitute for 
a consistent and appropriate national 
economic policy. 

To-day Bank rate has been reduced 
from 7°% to 64%. I have little to add 
to what the Chancellor has said, except 
to endorse that this change calls for 
no less resolution in the application of 
the Government’s declared economic 
policy over the longer run or of the 


other measures of monetary restraint. 
This modest reduction in Bank rate is 
made possible by an improvement in 
the exchanges. ‘There is also the evi- 
dence of credit restraint in which the 
banks and other financial institutions 
have been co-operating. 

Following the measures taken in late 
July, application was made to the Inter- 
national Monetary Fund for the largest 
drawing that that Institution has ever 
given any member country, amounting 
to the equivalent of £536 millions. 
I would like to pay tribute to the 
IMF for the speed and competence 
with which our application was handled. 
It would also be only right and proper 
to record appreciation to the other 
member countries of the International 
Monetary Fund for their full co-opera- 
tion. ‘This very large operation took 
place in complete conformity with the 
general principles of the Fund, in the 
creation of which through the years we 
have played our full part. This draw- 
ing has to be repaid within five years. 

I said at the outset that I would 





prefer to cast my mind forward rather 


than backwards. We now face the 
future, due to our drawing from the 
International Monetary Fund, with the 
benefit of having obtained a breathing 
space and the necessary room for 
manceuvre to adapt ourselves to filling 
the position that we see for ourselves 
in the world of the 1960s. It is essential 
that we make good use of this breathing 
space. Let us be under no illusion 
that we have been forced into borrow- 
ing from the Fund solely by the acti- 
vities of foreign speculators. We have 
been spending overseas more than we 
have been earning overseas; at the same 
time at home we have allowed the level 
of demand to grow in such a way that, 
ins the home market, behind some 
debilitating protective barriers, in- 
creased costs have been passed on to 
the consumer in higher prices, with the 
result that, by comparison, the profit 
motive in exporting is to-day in many 
cases inadequate. This is a_ highly 
vulnerable state of affairs for a country 
that depends to the extent that we do 
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on our ability to export. It has been 
estimated that to make ends meet in 
the international sense, that is to avoid 
running further into debt or danger- 
ously depleting our reserves, we need 
to increase our exports by an amount 
which is indeed formidable. We will 
have to produce, and deliver increasing 
quantities of our manufactures to the 
choice of our overseas customers, to 
meet the delivery dates required of us, 
and above all at the right price. Our 
ability to sell abroad is dependent on 
selling wares that our customers want 
in markets where we do not set the 
price. 


Stable Climate 


In the matter of prices no country, 
least of all ourselves with our heavy 
dependence on exports, can afford to 
ignore the economic climate and con- 
ditions of the contemporary world. 
That climate to-day is one of generally 
stable prices, for the sound reason that 
those countries who are making the 
most progress in increasing their real 
wealth are also pursuing policies of 
stability. 

Increases in money profits or money 
incomes only represent increases in real 
wealth if the increased money is 
matched by an equivalent increase in 
goods or services. Otherwise the in- 
crease in money, be it in profits or be 
it in incomes, merely means paying 
more money for the same goods. This 
cannot be widely enough understood. 
For external and internal reasons alike, 
therefore, I place the greatest possible 
importance on the stability of the cur- 
rency. I believe firmly that we should 
seek the attainment of a steadily rising 
standard of living, based on an orderly 
monetary foundation, which alone can 
safeguard the interests of all sectors of 
the community. 


Brakes on Growth 


If we are to maintain our present 
standard of living, let alone improve 
it, we have to work for it and not 
against it. There are, I believe, a 
number of factors working against it, 
stemming in part from our national 
tendency to revere the past to an ex- 
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cessive extent, to hanker after the good 
old days or to use our energies to fight 
evils and abuses, many happily long 
disappeared, of the bad old days. Are 
there not still many out-dated customs 
and practices in industry which owe 
their origin to mitigating the dire hard- 
ships of the years of depression be- 
tween the wars, but which to-day only 
result in limiting the advance in the 
standard of living? Is it perhaps not 
possible that the overall level of 
Government expenditure to-day has 
grown to levels that the population as 
a whole is not willing to support by 
forgoing personal consumption to the 
extent necessary? Is our system of 
taxation matched to the present needs 
of the nation ? Are the money rates we 
have seen in this country in recent 
years the most appropriate to achieving 
the rate of progress we would like to 
see? Are we saving enough? Is the 
high level of Government expenditure 
overseas not perhaps based more on 
our Imperial past than tailored to our 
changing position in the world or the 
need to confine financially unremunera- 
tive expenditure overseas to what, as a 
nation, we are prepared to earn over- 
seas ? Do the remnants of the “ siege ”’ 
economy which remain with us from 
the last war make any positive contri- 
bution to our good or merely restrict 
our earning capacity ? These are some 
of the questions that are crossing my 
mind in my first few months of office. 
These are only some of the questions 
that we have to find an answer to in 
the breathing space we have obtained. 


Challenge 

We are faced with a great challenge 
and I welcome the Chancellor’s refer- 
ence to a new sense of purpose, for it 
is absolutely essential that we make full 
use of the opportunities provided by 
the support of the International Mone- 
tary Fund, to accomplish what we have 
not yet achieved: that is to adapt our 
economic way of life to our present 
position in the world and to the 
present age. ... One of the great 
heritages of the merchants and bankers 
of the City of London is their ability 
to adapt. . . to changing circumstances. 
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ARKING the first setback 

since February—the low point 

of the recent recession—the 
Federal Reserve Board’s_seasonally- 
adjusted index of production (based on 
1957) fell from 112.9 in August to 
111.6 in September. This, however, 
marks no more than a pause in an 
upswing that has taken the index from 
102 last winter; it was largely the 
reflection of labour troubles at General 
Motors and Ford (which has now con- 
ceded union claims in line with GM) 
and of the havoc wrought by hurricane 
*‘ Carla’. Administration officials still 
predict that the annual rate of gross 
national product will reach $540,000 
millions by December. 

In looking for a fresh upsurge in 
business activity, Washington is placing 
considerable confidence in an expansion 
of retail trade, which in recent months 
has been extremely sluggish. The 
monthly volume of retail sales has held 
on a plateau of some $18,000 millions 
since March—a period in which the 
annual rate of personal incomes has 
risen by about $12,000 millions. Quar- 
terly figures show disposable personal 
incomes rising by an annual rate of 
$7,000 millions between December, 
1960, and June to $362,000 millions, 
with expenditures rising by $4,000 
millions and savings by as much as 
$3,000 millions to $26,000 millions. 
Spending on durable goods fell from 
an annual rate of $44,000 millions to 
$42,000 millions. While there was not 
a great deal of hard evidence in mid- 
October, the Department of Commerce 
reported a general broadening of con- 
sumer interest and a more confident 
mood. Automobile purchases in late 
September are said to have been excep- 
tionally good, while August brought a 
rise of $26 millions in consumer instal- 


ment debt, following a decline of $76 
millions in July. Manufacturing and 
wholesale sales also picked up modestly 
in August. The SEC has reported that 
individuals (a term embracing small 
business, trust funds and non-profit 
institutions) added an_ impressive 
$12,000 millions to their financial 
assets from January to June. 

Another factor in official confidence 
is the belief that capital expenditure 
by industry will continue to grow. 
The annual rate fell by $3,000 millions 
to $33,500 millions between June, 1960, 
and June, 1961. September’s rate is 
expected to be $35,000 millions and 
December’s $36,000 millions. 


New Counting ? 


Unemployment remains a major topic 
of debate. There was a fall of 457,000 
in September to about 4.1 millions. 
But the percentage of the labour force 
unemployed remained obstinately near 
7 per cent, as it has done for almost a 
year, and while the employment total 
of 67 millions was a record for Septem- 
ber, it was 14 millions lower than in 
August—due largely to the impact of 
bad weather on farm employment. 
Official concern at the unemployment 
figures finds reflection in a decision by 
Congress to check present systems of 
counting workless people. The Com- 
missioner of Labour Statistics has said 
that enumeration on the UK system 
would produce a September figure no 
higher than 2 millions, and that the 
“hard core”’ of unemployment (more 
than 26 wecks unemployed) covers 
about 760,000, barely 1 per cent of the 
available labour force. 

September’s unemployment figure, 
however, was well in the forefront of 
President Kennedy’s mid-month report 
on the budget. He apparently brushed 
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aside predictions of further improve- 
ment this year to stress that unemploy- 
ment might rise again to 54 millions 
in February. He also retreated from 
an earlier statement (in mid-summer) 
that the 1962-63 budget would be 
balanced even at the expense of a 
general increase in taxation, declaring 
that balance would be achieved now, 
‘‘unless military expenses, and only 
military expenses, increase ”’ The 
deficit for 1961-62 is now put at $6,500 
millions or more. 

The following day, this budgetary 
forecast was “‘ clarified” by Mr Dillon, 


the earlier pledge of balance in 1962-63 
—without a tax increase—and said that 
this would be achieved by economies 
and a further request for higher postal 
charges. Mr Dillon, apparently, was con- 
cerned with the reaction in other 
countries—where weakness in the US 
balance of payments is again attracting 
attention. Washington officials have 
stressed that industry must concen- 
trate more on exports, unions must not 
press wage claims beyond limits of 
productivity, and other countries must 
expect closer checks on grants, US 
spending abroad and a further shift 





Secretary of the Treasury, who repeated 


towards “ 


tied loans ”’ 


American Economic Indicators 


1958 
Production and Business: 
*Gross national product (billion $) .. +44 
*Industrial production (1957=100) 93 
*Gross private investment (billion $) 56.6 
*New plant and equipment (billion *) 30.5 
*Construction (billion $ 48.9 
Housing starts (000 units) . n.a. 
*Manufacturers’ sales (billion ae ~ ws 26.2 
*Manufacturers’ stocks (billion $) .. 49.2 
*Merchandise exports (million $) .. 1,362 
*Merchandise imports (million $) .. 1,070 
Employment and Wages: 
*Non-farm employment (million) . 50.5 
*Unemployment (000s) . 4,700 
*Unemployment as % labour force 6.8 
Hourly earnings (mfg) ($) . 2.13 
Weekly earnings (mfg) ($) .. 83.50 
Prices: 
Moody commodity High 407 
(1931100) Low 388 
Farm products (1947-49= vais 94.9 
Industrial (1947-49=100) . 126.0 
Consumers’ index (1947-49— =100).. 123.5 
Credit and Finance: 
Commercial bank loans (billion $) . . 98.2 
Commercial bank investments 
(billion $) P , 87.0 
*Money supply (billion «6 140.9 
Consumer credit (billion $) 45.6 
Treasury bill rate (%) a 1.84 
US Govt Bonds rate (%) .. 3.43 





1960 1961 
1959 1960 —— 
Dec July Aug Sept 
483 504 504 _ 526 — 
105 108 103 a eS 
72.4 72.4 66.0 — 730 — 
i ie a — 348 — 
56.1 _ aoe °° oo ie? oe 
1,553 1,279 72.1 128.5 129.5 125.3 
29.7 304 291 31.2 316 — 
52.4 53.7 536 536 5440 — 
1,362 1,629 1,621 1,707 1,653 — 
1,268 1,221 1,100 1,371 1,243 — 
eo S29 Bae Se 2 Bz 
3,800 3,900 4,800 4,900 5,000 4,800 
5.5 5.6 6.8 6.9 6.9 ; 
ane 2 222 ea 28 20 
89.47 90.91 89.55 94.00 93.83 92.66 
393 382 
372 354 356 375 376 376 
89.1 888 88.7 87.1 88.6 87.2 
128.3 128.3 127.9 127.4 127.4 127.5 
124.6 126.5 127.5 128.1 1280 — 
110.8 117.6 118.2 118.1 118.5 120.8 
794 81.9 82.1 87.0 86.7 89.3 
141.5 140.4 140.4 142.0 141.8 143.0 
52.0 560 560 54.7 549 — 
, -). aa + oe >) er 
4.08 4.02 3.88 3.90 4.00 4.02 


Federal cash budget (+ or -—) (mill $) —7,300 —8,000 +3,600 +3,600 — 3,300 
US Treasury gold stock (million $) 20,534 19, 456 17,767 17,767 17, 527 17, 452 17, 377 


Notes.—Starred 
adjusted. 


items are seasonally 
Latest figures are preliminary 


or estimated. Yearly figures are given for 
gross national product, private investment 
and new plant for 1958-60 and then quar- 


terly figures at annual rates. 


Construction 


figures show monthly averages 1958-60. 
Manufacturers’ stocks, bank loans, con- 
sumer credit and gold stock show amounts 


outstanding at the end of the period. 
Moody’s commodity index shows high 
and low 1958-60, and end-month levels. 
Money supply is daily average of demand 
deposits plus currency outside the banks. 
Quarterly 
figures are throughout shown in the middle 
Treasury bill and 
bond rates are average for month or year. 


Budget figures are cash totals. 


month of the quarter. 








EXPORT DRIVE 














GEE 
_”. <5 















er, 


PO wo y Bless ) 


0 Pas 
bi GERMANY 





cute: fig 
LEBANON 
“ os 
ti CHINA 
7 WEST PAKISTAN 


$ med 
QATAR & BAHRAIN a HONG «KONG 
oan wa 5 ; e r 







TRUCIAL OMAN 2 = 
cS EAST PAKISTAN 
: ae 


THAILAND BREW VIETNAM ‘oo as 
7_ CAMBODIA J NORTH BORNEO 
- 7 7 a 


a a4ne). & MALAYA 
a. 


J 
SINGAPORE i / 
g 
fas se] 
‘ pe Ff 





For trade with the East consult 


THE 


CHARTERED BANK 


(Incorporated by Royal Charter, 1853) 


The Bank, its subsidiaries and associates 
are the largest British banking group in the East, having over 
190 branches in twenty-six territories, as shown in the map above 


THE CHARTERED BANK 
Head Office: 38 Bishopsgate, London, E.C.2. 
Manchester Office: 52 Mosley Street, Manchester, 2. 
Liverpool Office: 28 Derby House, Exchange Buildings, Liverpool, 2. 


THE EASTERN BANK LIMITED 
Head Office: 2 & 3 Crosby Square, London, E.C.3. 


ASSOCIATED BANKS: ALLAHABAD BANK LTD. (INCORPORATED IN INDIA) 
THE IRANO BRITISH BANK (INCORPORATED IN IRAN) 
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INTERNATIONAL 


REVIEW 





AUSTRIA 


Less Trade with Italy—The Italian 
Government’s suspension of imports of 
cattle for slaughter from Austria drew a 
quick retaliation in the shape of an 
Austrian ban on imports of Italian wine, 
fruit and vegetables. ‘Though the Italian 
move is stated to have been prompted 
solely by economic considerations, it has 
been connected with the growth of ten- 
sion over the South Tyrol. The latest 
figures show that recent trade between 
the two countries prior to these measures 
had failed to expand despite the rapid 
rate of increase in Italian total imports. 


Trieste-Vienna Pipeline ?—The Aus- 
trian Pipeline Study Group has recom- 
mended the construction of a pipeline 
from ‘Trieste to Vienna. It suggests 
that the arrangements for building and 
operating the project should be in the 
hands of not only the Italian ENI 
Company and the Austrian State Oil 
Corporation but also of some of the 
leading international oil concerns. 


BELGIUM 


Finance for Capital’ Exports — The 
Minister for External Trade has an- 
nounced the Government’s intention to 
provide long-term finance for exports of 
capital goods as a reply to the steps taken 
by other leading countries to circumvent 
the Berne Union’s five-year limit on 
insurable export credits. 


BENELUX 


Customs Union Nearly Complete— 
The OEEC, in the last economic survey 
issued before it was converted into 
OECD early last month, described the 
Benelux group of countries as an eco- 
nomic union which had almost completed 
changing its bilateral trade agreements 
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into common agreements. ‘The OEEC 
report noted that a common market be- 
tween the three countries had almost 
been established, as well as a joint 
commercial policy, and that the move- 
ment of capital had been entirely freed. 
It described the economic situation in 
the Netherlands as very satisfactory, but 
said that the public finances in Belgium 
required a thorough overhaul. 


CANADA 


Food Bank Canvassed—The Minister 
of Agriculture has been visiting Europe 
to win support for a plan to establish a 
World Food Bank—an idea originally 
suggested by the Prime Minister, Mr 
Diefenbaker, in 1957 but only recently 
converted into concrete proposals. The 








Mr John Grierson, CBE 
Chairman of Directors, Bank of 
New Zealand 








new organization is aimed to help solve 
the problem of hunger in the under- 
developed countries and at the same 
time to dispose economically of the 
surpluses accumulating in other parts 
of the world. 


FRANCE 


High Target for GNP—rThe State 
Plan for 1962-65, submitted to the 
Higher Planning Council in mid-October, 
aims at an increase of 24 per cent in 
gross national product over the four 
years. This implies an increase in the 
annual rate of growth from the average 
of 4.5 per cent over the last ten years 
to 5.5 per cent. 


The outstanding feature of the plan is 
the emphasis placed on social investment, 
such as in education, medical services 
and town planning, and income redistri- 
bution. It is aimed to raise the share of 
total investment in gross national pro- 
duct from 22.25 per cent in 1961 to 
23.4 per cent in 1965, which implies an 
increase of 30 per cent above its present 
level; social investment will go up by 
50 per cent to reach about £700 millions 
in four years’ time. 


AFRIGAN GONTINENTAL BANK LTD 


GHANA 


State Planning Commission—Presi- 
dent Nkrumah announced in early 
October that he was setting up a State 
Planning Commission and a State Con- 
trol Commission. He explained that the 
first of the two bodies would formulate 
a new comprehensive economic plan and 
lay down a system of priorities for 
present development projects. The 
second would review the economic 
position of the State, adjust expenditure 
and taxation, and supervise the adminis- 
tration of public boards and corporations. 
The new departure in economic 
management, and the accompanying 
reorganization of the Government to 
exclude ministers with business interests, 
has been linked to the President’s in- 
creased enthusiasm for socialization. 


GREECE 


Damper on Borrowing—A tightening 
of the controls on bank credit and in- 
creases in interest rates on bank deposits 
have been announced by the Currency 
Committee. The increases in deposit 
rates vary from 3} per cent for short 
periods to 1 per cent for those exceeding 





The Bank is owned and controlled by Eastern 
Nigeria Marketing Board and Eastern Nigeria 
Development Corporation, public Corporations 
established under the Law of Eastern Nigeria 
Government. 








Authorised Capital , 
Fully Subscribed ii ..  £2,000,000 
Paid-up and Reserve ee .. £1,952,880 





Chairman: Sir Odumegwu Ojukwu, K.B.E. 
General Manager : F. S. McEwen 





With branches throughout the Federation of Nigeria, the 
African Continental Bank Limited is well equipped to 
handle banking business of every description and in 
particular for those trading or intending to trade with 
Nigeria. 


Your enquiries will be welcomed by the London Manager, 


Bruno Pollak, at 5 Cheapside, London, E.C.2. 


Telephone: CITy 5688-9 and 5680 Telegrams: Zikbank, London, E.C.2 
Head ‘Office Representative in London: Colin K. N. Obih 





Head Office: 148 Broad Street, Lagos, Nigeria 

















12 months. Users of bank credit will 
in future be liable to a penalty of up to 
25 per cent of the amount borrowed if 
they use credit for purposes other than 
that for which it was granted. 


HAITI 


Support from the Fund—The Inter- 
national Monetary Fund has granted 
Haiti a standby credit under which the 
country may draw the equivalent of $6 
millions from the Fund during the 
next 12 months. This will assist the 
Government in maintaining the con- 
vertibility of the gourde. 


INDIA 


Insurance for Bank Deposits—Parlia- 
mentary approval is being sought for 
the formation of a Deposit Insurance 
Corporation as a wholly-owned sub- 
sidiary of the Reserve Bank. The new 
institution will insure all commercial 
bank deposits other than those of State 
organizations, foreign governments and 
other insured banks. Its formation is a 
sequel to a number of failures among 
small and medium-sized banks. 


IRISH REPUBLIC 


Setback on Common Market—The 
decision of the European Economic 
Community’s Council of Ministers to 
defer consideration of the Irish applica- 
tion for full membership and refer it to 
the Commission for its views caused 
considerable disappointment in Dublin. 
But the work of preparing Irish industry 
for full membership is proceeding. 


ITALY 


Tenth Population Census—The tenth 
general census of the population, the 
first for ten years, was taken in mid- 
October; it was conducted in conjunc- 
tion with the fourth census of industry 
and commerce. Among factors on 
which it will throw light are the extent 
of emigration by Italian citizens, the 
nature of internal population movements, 
the problem of illiteracy, housing stan- 
dards and the level and distribution of 
employment. 


JAPAN 


Check to Expansion—A new pro- 


gramme for restraining economic activity 
in the interests of strengthening the 
balance 


of payments and _ containing 
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inflationary pressures was launched at 
the end of September. It included a 
further increase in Bank rate from 6.9 
to 7.3 per cent, a tightening of restric- 
tions on bank credit, and the raising of 
the amounts that importers must deposit 
with banks before they can secure 
licences. ‘The new measures do not, how- 
ever, entail any reversal of the policy of 
eliminating direct restrictions on imports 
that has recently been followed. On the 
contrary, the import budget for the six 
months to the end of March 1962 sets a 
ceiling of $4,389 millions, $250 millions 
above the figure for the preceding six 
months. In the five months to the end 
of September exchange reserves dropped 
by $425 millions, the September loss 
alone amounting to $111 millions. The 
movement is largely atrributable to the 
deterioration in the country’s current 
account, but the interruption of the 
former rapid inflow of hot money has 
also contributed. 


MOROCCO 


Higher Deposits for Importers — A 
system of advance deposits in respect 
of imports has been introduced to com- 
bat the increase in the external trade 
deficit. All importers are now required 
to deposit half the value of an intended 
purchase abroad with an authorized 
bank when applying for an import 
licence. ‘The bank must remit to the 
central bank half the sum deposited. 


NEPAL 


Into Fund and Bank—The kingdom 
of Nepal has become a member of the 
IMF and the World Bank. Its quota in 
the Fund is $74 millions and its capital 
subscription to the Bank $10 millions. 


NETHERLANDS 


Budget Estimates at Peak — The 
budget for 1962 provides for a peak in 
total expenditure at Fls 11,160 millions; 
revenue is expected to amount to 
Fls 10,885 millions. But the Finance 
Minister, Professor Zijlstra, has ex- 
plained that no Government loan would 
be needed to bridge the gap since the 
Treasury has ample funds available in 
its special accounts for investors in the 
form of applications for participation in 
official issues. ‘The budget provides 
for cuts in income taxes in mid-1962 
but revises earlier plans for reducing 
taxes on corporations. 








ISRAEL 
DISCOUNT BANK 


LIMITED 


HEAD OFFICE: 


27/29, YEHUDA HALEVY ST., TEL-AVIV 


COMPLETE BANKING FACILITIES 
ARE AT YOUR DISPOSAL FOR THE 
EXECUTION OF YOUR TRANSACTIONS 
IN ISRAEL. ENQUIRIES INVITED 





80 BRANCHES THROUGHOUT THE COUNTRY 
TOTAL ASSETS EXCEED IL. 325,000,000 











Your Bank in Belgium: 


BANQUE DE COMMERCE 


ANTWERP — BRUSSELS — £=OSTEND 


Specialized in all matters affecting maritime and foreign 
trade transactions. Issue of Bank Guarantees both in 
Belgium and abroad. 


000 


All problems relating to the COMMON MARKET 
are the subject of their careful attention and study. 


000 


Congo Affiliate: CREDIT CONGOLAIS 


Leopoldville, Stanleyville 
000 


Special Agents in Belgium for 


BARCLAYS BANK LIMITED, London and affiliated concerns 








774 























NEW ZEALAND 


Tighter Credit — Continuing official 
concern over the external balance and 
inflationary pressure led to a further 
tightening of credit restrictions early 
last month. ‘The banks were asked to 
resist applications for new loans and to 
adhere strictly to their existing tight 
credit programmes. At the same time, 
it was announced that the banks would 
in future be required to pay the 7 per 
cent Bank rate on £20 millions, instead 
of £15 millions as previously, of their 
borrowings from the central bank. 


Revised Tariff—The new customs 
tariff, the product of the first general 
revision since 1934, will at least main- 
tain customs revenues at present levels 
and may have the effect of increasing 
them; British preferential rates not ex- 
ceeding 32} per cent are retained. Its 
introduction will not be immediately 
followed by any change in quantitative 
import licensing procedures, since pres- 
ent controls will have to be kept in 
operation, at least for 1962. 


Quick Remedies Out of Favour— 
Economic rehabilitation plans put for- 
ward by the Monetary and Economic 
Council set up last year to advise the 
Government have been rejected by the 
authorities. ‘lhe proposals included a 
special development tax of 2d to 3d in 
the £ on personal and company earnings, 
and a recommendation that no new 
import licences be issued in 1961 except 
when urgent. The Council also advoca- 
ted that the Government borrow £223 
millions immediately from the IMF, to 
bolster reserves, and seek a development 
loan of £15 millions from the World Bank 
next year, in order to avoid the necessity 
for further drastic import restrictions. 
It suggested, too, that interest rates 
should be raised to facilitate borrowing 
to cover the deficit in the public sector 
and that taxation should be more flexible 
between budgets. 


BNZ Centenary-—In mid-October the 
Bank of New Zealand, which has the 
largest trading bank business in the 
Dominion, celebrated its hundredth 
anniversary. 


NIGERIA 


Reserves Diversified—The country’s 
external reserves, hitherto entirely held 
in sterling, have been diversified by con- 
verting £7 millions into gold and £34 
millions into dollars. This has been 
done by arrangement with the UK 
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authorities, whose policy has been to 
allow sterling area countries to convert 
a modest portion of their sterling 
balances into other currencies or gold, 
while retaining the right to continued 
membership of the sterling area. 


PANAMA 


Channel foc European Funds—A 
Swiss group known as IMEFBANK has 
established a bank in Panama City with 
an initial capital of $1 million to en- 
courage and facilitate European invest- 
ment in Latin America. It will undertake 
operations in the principal Latin Ameri- 
can countries. 


SAUDI ARABIA 


More Gold to Back Currency—The 
Saudi Arabian Monetary Agency has 
increased the proportion of gold in its 
currency cover to 50 per cent and re- 
duced the convertible currency element. 


SOUTH AFRICA 


New Pattern Takes Shape — The 
Minister of Economic Affairs, Dr Die- 
derichs, has asserted that a revival of 
foreign investment in the country had 
occurred since the imposition of restric- 
tions on capital transfers earlier in the 
year. While a number of projects had 
been put in cold storage when South 
Africa left the Commonwealth, many 
European and American companies had 
started operations in South Africa and 
the Industrial Development Corporation 
had rarely been busier. 

The Minister has also revealed that 
exploratory talks have been held with 
Britain on the future of sugar sales on 
the British market. He pointed out that 
in the event of the country losing pre- 
ference stemming from the Ottawa 
Agreement, its foreign exchange earn- 
ings could be reduced to the extent of 
R 53-7 millions. 

Efforts to make good the loss of 
markets on the African Continent caused 
by apartheid tensions by seeking new 
outlets are said to have brought sub- 
stantial results in trade with Japan, 
which has increased fivefold during the 
past five years. 


Press for Banknotes—Local printing 
of banknotes will begin next year when 
the Republic’s first banknote printing 
plant, jointly financed by the Reserve 
Bank and the British firm, Bradbury- 
Wilkinson, comes into operation. South 
Africa’s notes have previously been 
printed in Britain. 


SPAIN 


Barriers to Expansion—An OEEC 
report on the country’s economy pointed 
out that the stagnation “* which inevitably 
followed the action taken in 1959 to 
halt inflation’, had been rather pro- 
longed. It attributed the gradualness of 
the recovery to the very low level 
of private investment and to the fact 
that industrial earnings had only recently 
been restored to 1959 levels. It sug- 
gested that the Government should take 
advantage of the increased room for 
manceuvre given by the strength of the 
external balance to reduce _ indirect 
taxes, increase unemployment benefits 
and encourage recourse to the capital 
market for the financing of investment. 


SWEDEN 


“No Further Credit Tightening”— 
The Governor of the Riksbank, Dr Per 
Asbrink, has stated that there is no 
reason at present to expect any further 
tighening of credit policy, though he 
was unable to promise any early relaxa- 
tion. The situation at the moment was 
more favourable than for many years 
for the development of a more efficient 
capital market. The widespread creation 
of pension funds meant a bigger change 
in the country’s business life than had 
been expected and it was his hope that 
the opportunity now afforded for the 
setting up of new long-term credit insti- 
tutions would be seized. Such bodies 
were needed to grant medium-term and 
long-term credits to small and medium- 
sized businesses. He issued a warning 
against increased competition for de- 
posits between the banks—since this 
might give rise to difficulties, notably 
by causing a switch from low interest- 
bearing to high interest-bearing funds, 





if in the future money could not be as 
readily lent as at present and the banks 
had to seek new outlets. 


SYRIA 


Central Bank Re-established — A 
decree issued in mid-October re-estab- 
lished the Central Bank of Syria and 
the Higher Council for Credit and 
Currency with the same powers and 
legal personality as they enjoyed before 
the UAR decree of February last. The 
measure is regarded as a step towards 
the abolition of currency controls and a 
revival of the Damascus free exchange 
market, but at present a speedy removal 
of controls would be inexpedient. 


TURKEY 


Finances on Sound Basis — The 
Minister of Finance in the Gursel 
administration stated early last month 
that the Government taking office after 
the elections in late October would 
find foreign exchange reserves adequate 
and budgetary finances sound. Although 
the servicing of foreign debts had cost 
$110 millions since the beginning of the 
year, all payments for imports had been 
met at due date and the reserves stood 
at $74 millions when the new export 
season opened in September. 


VENEZUELA 


Brake on Car Imports—As a further 
measure to strengthen the balance of 
payments, the granting of import li- 
cences for assembled cars will cease after 
the end of 1962. Thereafter foreign 
manufacturers will have either to make 
or to assemble in Venzuela the cars they 
want to sell there. A number of foreign 
producers, including the British Rootes 
group, have indicated that they will 
establish or extend local plants in the 
light of this ruling. 








The experience and knowledge gained during 
100 years of close association with every 
phase of commercial life in New Zealand 
enable us to place at the disposal of all who 
are interested in the Dominion a first-class 
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A CENTURY OF BANKING SERVICE 


BANK OF NEW ZEALAND 


(Incorporated with limited liability in New Zealand in 1861) 
London Main Office: 1 Queen Victoria St., E.C.4 A. R.Frethey, Manager A. E. Abel, Assistant Manager 
Piccadilly Circus Office: 54 Regent St., W1 Head Office: Wellington, New Zealand 
Over 380 Branches and Agencies 


and up-to-date banking and information 
service. 

Enquiries are welcomed by our London Office 
and by the Trade and Information Section of 
the Overseas Department at Head Office. 
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APPOINTMENTS AND RETIREMENTS 


National Provincial CGM 


Mr F. Keighley is to retire as chief general manager of the National Provincial 
Bank on December 31, after nearly 47 years’ service with the bank. He will join 
the board on January 1, 1962. Mr Keighley will be succeeded as chief general 
manager by Mr W. Lynn, at present a joint general manager. 


Barclays Bank—Head Office: Mr D. E. 
Wilde to be a general manager; Mr G. C. 
Cundy, from Staff Training Centre, to be 
an assistant general manager; Mr J. W. 
Middleton, from Premises Dept, to be an 
assistant general manager; Premises Dept: 
Mr A. W. Warnock to be premises manager. 
Staff Training Centre: Mr H. 'T. Wheeler, 
from Park Row, Leeds, to be principal. 
London Dist Offices—East City: Mr J. H. S. 
Mitchell, from Maidstone and Canterbury 
Dist, to be district manager; Mr E. F. Hollier 
to be assistant district manager; Central: 
Mr F. C. Dubois to be district manager; 
Mr S. Daniels to be assistant district 
manager; North-Western: Mr F. W. Scho- 
field to be district manager; Mr J. Buck to 
be assistant district manager; Northern: 
Mr E. St. J. Robin, from Clapham Junc- 
tion, to be district manager; Mr J. H. Harris 
to be assistant district manager; North- 
Eastern: Mr W. ‘Turner to be district man- 
ager; Mr 'T’. G. Moy to be assistant district 
manager; South-Eastern: Mr N. A. Good- 
liffe to be district manager; Mr R. H. 
Chalker to be assistant district manager. 


Hambros Bank—Sir C. Hambro, chair- 
man, has relinguished his position as a 
managing director; Mr M. J. Pym to be a 
managing director; Mr A. J. H. Smith will 
retire from the board at the end of the year; 
Mr E. Steffenburg has been appointed a 
director on his retirement as a manager; 
Mr A. J. Purton to be general manager; 
Mr H. C. Stacey, Mr W. Renz and Mr 
J. D. Dawson to be managers. 

Lloyds Bank—Head Office: Mr A. T. J. 
Double, from City Office, to be a joint 
general manager on retirement of Mr L. F. 
Andrews; Mr R. I. H. S. Beaumont, from 
Basingstoke, to be a general managers’ 
assistant; Chief Accountant’s Dept: Mr G. A. 
Kemp, from Staff College, to be an assistant 
chief accountant. Swansea, Executor and 
Trustee Dept: Mr J. W. Jacobs to be manager 
on retirement of Mr D. E. Jones; Mr 
H. T. Roberts, from Plymouth, to be sub- 
manager. London—City Office: Mr J. R. 
White to be joint manager; Mr N. S. S. 
Huntly, from Head Office, to be deputy 
manager; Mr N. J. Mills, from St James’s 
St, to be a sub-manager. 

Martins Bank—London, 68 Lombard St: 
Mr R. K. Froom to be an assistant manager. 
Isle of Man, Ramsey: Mr J. B. Webster. 
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from Wolverhampton, to be manager. 
Manchester, Overseas Branch: Mr W. A. 
Makeham to be assistant manager. North- 
ampton: Mr A. Hill, from Leicester, to be 
assistant manager. 


Midland Bank—Head Office: Mr A. T. 
Wood, from Farnham, to be a general 
manager’s assistant in succession to Mr 
R. W. Jones; Mr R. T. Hodges, from High 
Holborn, to be a superintendent of branches 
in succession to Mr E. V. Marks; Mr L. R. 
Needham, from Bennett’s Hill, Birmingham, 
to be a superintendent of branches in suc- 
cession to Mr A. R. Holmes; Intelligence 
Dept: Mr J. E. Maycock to be manager in 
succession to Mr J. E. Wadsworth; Mr 

Marks to be assistant manager; 
Chief Inspector's Dept: Mr S. A. Glander, 
from Scotland Yard, and Mr J. R. Morley, 


from Head Office, to be security officers. 


National Provincial Bank—Advance Dept: 
Mr W. J. Benson to be a joint chief con- 
troller; Mr P. C. Dodds to be a controller. 
Chief Accountant’s Dept: Mr F. G. Smale 
to be joint assistant chief accountant. 
General Clearing Dept: Mr S. H. Farnell to 
be a manager’s assistant. Inspection Dept: 
Mr R. A. Bramall to be assistant chief in- 
spector. London—City Office: Mr W. F. 
Hunt to be manager on retirement of Mr 
V. G. Howell. 

Royal Bank of Scotland—Head Office: 
Mr J. Thomson to be assistant general 
manager; Mr G. D. Booth to be secretary. 
Glasgow Chief Office: Mr A. P. Robertson 
to be assistant general manager; Mr J. T. 
McGowan to be sole manager. 


M. Samuel & Co—The Hon L. H. L. 
Cohen has been appointed a director. 


Westminster Bank—Sir E. W. Playfair 
has joined the board of the bank and of 
Westminster. Foreign Bank Ltd. Head 
Office: Mr R. B. Knight to be a controller’s 
assistant. Income Tax Dept: Mr H. C. 
Dobson to be principal on retirement of 
Mr H. J. Land; Mr G. A. Smith to be 
assistant principal on retirement of Mr 
D. W. Wren; Mr J. C. Boylan, from Oxford, 
to be principal’s assistant. London—Brix- 
ton: Mr G. P. L. Pickering, from Coulsdon, 
to be manager on retirement of Mr J. H. 
Reeve; Brockley: Mr C. G. Richardson, from 
Lewisham, to be manager on retirement of 


Mr W. J. Wood. 





Date 
1938 


End-Dec: 


1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1959 
Mar 18 
Apr 15 
May 20 
June 17 
June 30 
July 15 
Aug 19 
Sept 16 
Oct 21 
Nov 18 
Dec 16 
Dec 31 


1960 

Jan 20 
Feb 17 
Mar 16 
Apr 20 
May 18 
June 15 
June 30 
July 20 
Aug 17 
Sept 21 
Oct 19 
Nov 16 
Dec 14 
Dec 31 


19615 

Jan 18 
Feb 15 
Mar 15 
Apr 19 
May 17 
June 21 
July 19 
Aug 16 
Sept 20 
Oct 18 


* Excluding items in course of collection and transit items. 


Net 


Deposits* 


£mn 


2,200 


5,945 
6,056 
6,256 
6,421 
6,137 
6,209 
6,390 
6,618 
6,995 
7,121 


6,235 
6,279 
6,253 
6,365 
6,523 





London Clearing Banks 
Liquid 
Assets 


{mn 


672 


2,100 
2,327 
2,460 
2,382 
2,471 
2,492 
2,664 
2,493 
2,628 
2,251 


2,053 
2,092 
2,080 
2,192 
2,270 
2,283 
2,280 
2,339 
2,477 
2,419 
2,543 
2,628 


2,541 
2,296 
2,217 


Zot 
29.5 


33.2 
36.0 
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32.9 
34, 3 


2,6019 35.0 


FINANCIAL STATISTICS 


Special Investments 
Deposits Total Govt 
{mn {mn “tt £fmn 
—- 637 28.0 
(102.0)t 1,965 31.0 1,889 
_- 2,148 33.3 2,076 
-— 2,275 34.0 2,194 
~- 2,353 33.9 2,261 
— 2,016 30.5 1,928 
— 1,980 29.8 1,893 
— 2,049 29.6 1,962 
a 2,102 29.2 1,994 
—- 1,710 22.3 1,597]|| 
143.6 1,271 16.2 1,159] 
-- 1,928 29.1 1,816 
-- 1,884 28.1 1,766 
—- 1,837 27.3 1,719 
— 1,816 26.8 1,698 
-— 1,812 25.6 YP 
= 1,811 26.0 1,693 
—- 1,802 26.0 1,684 
— 1,789 25.4 1,667 
--- 1,729 24.0 1,608 
- 1,729 24.0 1,607 
oo 1,720 23.1 1,597 
aa 1,710 22.3 e4 
— 1,698 22.9 1,571 
_- 1,618 22.7 1,486 
— .3ai 21.8 t208 
—- 1,439 20.0 1,309 
5.8 1,405 19.8 1,275 
69.8 1,376 19.2 1,245 
70.3 1,349 18.1 ae 
105.3 1,340 18.5 1,210 
142.6 1,317 18.2 1,185 
142.0 1,312 18.2 1,183 
141.7 1,304 18.0 1,175 
142.6 1,289 17.7 1,160 
143.4 1,288 17.1 1,159 
143.6 1,271 16.2 ‘a 
147.9 1,256 16.9 1,142 
147.2 tase «687.5 «23, 
143 .3 1,187 16.5 1,074 
142.2 1,114 15.2 1,001 
145.0 1,106 15.0 994 
145 .4 1,084 14.6 972 
147.1 1,049 13.9 936 
185.1 1,047 14.1 934 
220.9 1,049 14.2 936 
218 .3 1,098 14.8 986 





Advances 
Net Gross 


{mn 


964 


1,860 
1,665 
1,611 
1,783 
1,747 
1,832 
1,777 
2,126 
2,818 
3,323 


2,364 
2,412 
2,467 
2,496 
2,580 
2,580 
2.616 
2,649 
2,716 
2,752 
2,795 
2,818 


2,846 
2,933 
3,006 
3,094 
3,133 
3,134 
3,242 
3,236 
3,195 
3,203 
3,231 
3,238 
3,229 
3,oa0 


3,260 
3,303 
3,354 
3,423 
3,446 
3,497 
3,550 
3,446 
3,318 
3,2499 


Zot 
43.1 


30.9 
27.4 
23.9 
27.8 
28.4 
29.1 
27.6 
31.7 
39.0 
44.9 


37.0 
37.5 
38 3 
38 3 
38 3 
38.6 
39.2 
39] 
39.1 
39.8 
39.5 
39.0 


40.0 


45.2 
44.9 


45.5 
47.2 
48 .3 
48.4 
48.6 
48 .6 
48.9 
48.1 
46.7 
45.4 


+ All asset ratios are computed in relation to gross deposits, and the advances ratio refers 


to gross advances. 


t¢ Treasury Deposit Receipts. 


§ Figures subsequent to December 31, 1960, are affected by the transfer of Lloyds Bank’s 


Eastern branches to National & Grindlays. 


This reduced the total of deposits at the clear- 


ing banks by about £50 millions; the distribution of the reduction in the clearing banks’ 
assets is not known. 


|| Mid-December. 


{ After “book” transfer of £40 millions from advances to call money (see Note on page 724). 
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(£ million) 


Trend of *‘ Risk ’’ Assets 



































Money and Bill Rates 


Mondays: Oct 24, Aug 21, Sept 25, Oct 2, 
1960 1961 1961 1961 
per cent 
Bank rate .. ea gi 6+ 7T 
Treasury bills: 
Average allotment rate* 5 fs 6 #3 6% fs 
Market’s dealing rate, 
3 months a: <a Se 638 68% 635 
Bankers’ deposit rate + 5 5 5 


Short money: 


Clearing banks’ minimum 43 53 53 3% 
Floating money .. .. 43-54 6-64 53-64 5f-6} 
US Treasury Bill. . >; Bae Bie 2eaee: eee 


5% on 8.12.60; raised to 7% on 25.7.61; effective 26.7.61. 
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* Cash, call money and bills shown as percentage of gross deposits. 


Oct 9, 
1961 


63 
63 
6 

44 


4% 
53-54 
2 .389 


Sept 20, 1961 7: Change in => 
% of Year to , Monthly Periods 
Gross Sept, | 961 
Deposits 1961 June July Aug Sept 
Investments: 
Barclays i .. 2604. 15.4 ~ 49.8 | -20.2 +03 + 0.1 — 
Lloyds i .. See aa - 43.4; — -14.4 - 0.4 - 0.2 
Midland os eee 6 ae —- 66.4 | — —21.4 — --- 
National Provincial .. 104.2 11.9 - 37.2} +05 +05 +06 + 0.2 
Westminster . . -. Saar. eee — 44.6 | _- -— - 1.8 - 0.1 
District si wae ee - 11.8 | — — — + 0.4 
Martins a os): a oe ee oe = —— = — 
Eleven Clearing Banks 1,048.5 14.2 —-263.9 | -21.9 -35.4 - 1.8 + 1.4 
Advances: | 
Barclays - .. 2886- 8 + 32.4 | +108 - 0.2 =-21.5 -%.1 
Lloyds a . ws £2 - 84 | +e +41 -82 =298 
Midland i .. 751.4 48.4 + 32.8 | +13.1 +19.1 -21.7 -%.3 
National Provincial .. 422.7 48.1 + 22.4 | - 4.5 +10.4 -11.5 ~-21.2 
Westminster . . -- 44.32 63 + 1.7 | + 9.1 +24.6 -2§.9 -13.6 
District o .-. 125.4 4.3 + 95} +50 - 3.3 -—-1.0 —- 3.1 
Martins sf » pee2 8 + $3.3 | —- 5.79 +3.2 +04 <- 4.7 
Eleven Clearing Banks 3,437.2 46.7 £136.14 1 +463 4583 -84 -1905 
Trend of Bank Liquidity* 
1958 1959 1960 1961 
Dec Dec 
Mar Mar 31 Mar Aug Sept 31 Mar July Aug Sept 
; Te See “age “Sees eee ; ae “See ee Gee 
Barclays 1. eek St Fae Sale See Jee Se Bes Se ae oe 
Lloyds -. gee? Be 2? me 2 me Bs ae a ae Clee 
Midland . we? Be B. Wt ws we: Bu ae 2s we ae 
National Prov 34.0 31.1 37.0 30.0 32.5 32.2 33.5 29.8 33.1 33.0 35.0 
Westminster... 35.4 32.8 33.4 33.4 31.9 31.6 32.2 32.0 34.5 35.5 36.6 
District +s eee oD Se tee eT Ss ae eee ae a a 
Martins os CeeeD S28 Fe: HF ee Tee Wee aes See See Beis 
All Clearing 
Banks .. 33.9 31.0 34.3 31.5 31.4 31.6 32.6 30.4 32.9 32.9 34.3 


Oct 16, Oct 23, 


1961 
63 
6 


5 Hf 
44 
43 
53-6 
2.382 


1961 


2.325 


* Preceding Friday. + Raised from 5% on 23.6.60. { Lowered to 54% on 27.10.60; to 





Scottish Banks 


Net Liquid Special Investments Advances 
Date* Depositst Assetst Deposits Total Govt 
£ £mn {mn % {mn {mn % £mn 7 
1938 (av) ; 233.0 34.0 13.9 — 142.2 58.1 --- 6 2 
1951 Dec 668.1 90.7 12.0 (6.0)§ 384.2 50.9 373. 
1952 675 122.9 16.3 382.2 50.6 369. 
1953 691 113.3 14.6 416.6 53.7 403. 
1954 738 119.8 14.3 430.5 51.4 419. 
1955 672 120.6 15.5 378.1 48.7 364. 
1956 659. 121.7 16.0 359.4 47.1 345. 
1957 7 
1 
5 
8 


oO 
=) 


676 143.8 18.4 351.7 44.9 339. 
1958 687 127.9 16.2 349.1 44.1 335. 
1959 727. 137.1 16.5 313.5 37.7 289. 
1960 708. 131. 265. 240. 
1960 


Oct 19 
Nov 16 
Dec 21 


1961 


Jan 18 
Feb 15 
Mar 15 
Apr 19 
May 17 
June 21 
July 19 
Aug 16 
Sept 20 
Oct 18 


Go <3 U1 00 00 SI wD 
ONwW USK AUS 
00 0 CO SID 00 WO 
rei $4448 
mMOAWN OOH 
WAROOP WOON 


694. 128. 


hr 


265.7 
265.9 
265.8 


240. 
240. 
240 


w 00 
Op 
a) 
INN 
Onn 


S So So 
SSS 
‘© So 


o 

wo 
Nap wo 
AAA 
NNN 
te be dd 


262 237 
233 
227 
226 
226. 
225 
225. 
225. 


222. 


SOUR WOUOLLO 


« s a J ers Pile ae e. > Best, Ane ¥ ‘ - , : oes. La 
Pon ae t aie Spach Ye estaNe oF Rag Per sity ne Ceo, Nicgeh ane Ae Cae ea eee <i af Bi Sy ices Aric iad ei ie eg a Te Ee AS NL RT OE Se ee CT ee Ye 
Nie Pt poet oe tlhe ws ¢ iad tk aR VOI ART ni SCS Ae See RO Ta Nagy ere AY Se te nae ae he ANE SONGS he Nea ee me LEN itp ey ee Fe 
Re oe Fd a has ee CRS FEET TT CS GN ELS NSS MOTE ME ga IN ERA eke Mabe yer de ale a eters BA 9: en ioe : Diet Se 
. e ee vee i ce vis a i ak cee 1 tt Pa Bie 


SO ORAOAUwoOw 
DANNNOAN—~] 
No NO 00 0 SI ~3 S11 00 
toONM NHN bo bo tO 
-pUMnUUIUU UN 
DOooorFRK WYO 
mORMASINAUNOA 
So G & 
VSVeSseeee 
®r NT NS & 99 © 66 G YQ Co 
MmMwWNU SRF OONS 
DAUKDOCHUH HO 
ARARARAAARA 
Qo Ga NI Go Gi Ga DQ) Sr Go BO 
AA NI™ O73 OS A GW 


— 


239. 


Irish Banks|| 
— 26.1 

— .2 44.8 

443.3 


1938 (av) 
1951 Dec 


1955 
1956 
1957 
1958 
1959 
1960 


1960 
Aug 
Sept 
Oct 
Nov 
Dec 
1961 
Jan 
Feb 
Mar .. 
April .. 
May .. 
June 


(93.5) 
July j %" 


Aug 6 10.6 47.0 29.6 


* For Scottish banks figures before Oct, 1960, relate to dates varying 
between the middle and end of month. For N. Irish to June 30 and Dec 31 and dates in 
middle of other months. + Excluding items in course of collection and transit items. 3 

t Liquid assets comprise cash (excluding 100% note cover, above “‘ authorized ”’ circu- ~~ 
lation), balances with Bank of England, money at call and bills; all ratios calculated as ~ 
percentage of gross deposits. § Treasury Deposit Receipts. ee 

|| Actual liabilities and advances of banking offices in N. Ireland other than National ~ 
Bank, which is a London clearing bank; liquid assets and investments are computed pro- 
portions of the banks’ total holdings based on ratio of deposits in N. Ireland to total deposits; 
but British Govt. securities are actual holdings including those of offices in Eire. 3 
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